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TUESDAY, JULY 26, 2005 

U.S. Senate, 

Committee on Banking, Housing, and Urban Affairs, 

Washington, DC. 

The Committee met at 10:03 a.m., in room SD-538, Dirksen Sen- 
ate Office Building, Senator Richard C. Shelby (Chairman of the 
Committee) presiding. 

OPENING STATEMENT OF CHAIRMAN RICHARD C. SHELBY 

Chairman Shelby. The hearing will come to order. 

This morning, we will hear from the President’s nominees for the 
Securities and Exchange Commission, Congressman Christopher 
Cox, Commissioner Reel Campos, and Annette Nazareth. I appre- 
ciate the willingness of the nominees to appear before the Com- 
mittee today. 

Congressman Cox has been nominated to serve as the Chairman 
of the Securities and Exchange Commission. Since being elected to 
the House of Representatives in 1988, Congressman Cox has estab- 
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lished an impressive record as a legislator and leader on securities 
regulation. He currently serves as Chairman of the Committee on 
Homeland Security in the House of Representatives and was also 
a Member of the Energy and Commerce Committee, which at the 
time had jurisdiction over securities law, and the Financial Serv- 
ices Committee for 7 years. Prior to his election. Congressman Cox 
served as a senior counsel in the Reagan administration and was 
an attorney in private practice specializing in corporate finance and 
securities. Congressman Cox graduated from the University of 
Southern California and received his law degree and MBA from 
Harvard University. Congressman Cox brings a wealth of experi- 
ence to this position, and I believe that the SEC and the securities 
markets will benefit from his leadership. Congressman, I congratu- 
late you on your nomination and look forward to seeing you again 
many times before this Committee and probably in the not too dis- 
tant future. 

I would like to also welcome Commissioner Campos back to the 
Committee for his second nomination hearing. He is no stranger to 
this Committee. Commissioner Campos was first confirmed as the 
SEC Commissioner in the summer of 2002. During his tenure at 
the SEC, Commissioner Campos has led efforts to promote conver- 
gence with respect to international securities regulations and has 
worked to streamline the SEC’s administrative proceedings process. 
Prior to joining the Commission, Commissioner Campos was one of 
the two principal owners of El Dorado Communications and served 
as an executive with the radio broadcasting company. Commis- 
sioner Campos began his career as an officer in the U.S. Air Force 
and has also spent significant time as a Federal prosecutor and as 
a lawyer in private practice, focusing on corporate law and litiga- 
tion. Commissioner Campos graduated from the Air Force Academy 
and earned his law degree from Harvard Law School and his MBA 
from UCLA. 

I also welcome Ms. Nazareth back to the Committee. She has tes- 
tified before this Committee on other occasions regarding issues 
pending before the SEC. Since 1999, she has served as the Director 
of the Division of Market Regulation at the Securities and Ex- 
change Commission. She has previously served as Senior Counsel 
to Chairman Arthur Levitt and Interim Director of the Division of 
Investment Management. Prior to joining the SEC, she was a Man- 
aging Director of Salomon Smith Barney and a Senior Vice Presi- 
dent of Lehman Brothers, Inc. She graduated from Brown Univer- 
sity and earned her law degree from Columbia University. 

I thank each of the nominees for their willingness to serve, and 
I look forward to your testimony here today. 

Senator Sarbanes. 

STATEMENT OF SENATOR PAUL S. SARBANES 

Senator Sarbanes. Well, thank you, Mr. Chairman. I know we 
are going to confront a difficult situation this morning. I think 
there are votes scheduled. 

Chairman Shelby. Five, five votes. 

Senator Sarbanes. Five votes. 

Chairman Shelby. Five back to back votes. We are going to give 
them a break. 



3 


Senator Sarbanes. We will have to work around that. 

I want to welcome the nominees before us, Congressman Cox, 
Commissioner Campos and Ms. Nazareth, and I want to express 
my appreciation to the Chairman for moving promptly to schedule 
this hearing once all of the nominees had been sent here to the 
Senate for us to consider for their confirmation. 

Mr. Chairman, I am going to shorten my statement considerably, 
but I do want to make some comments about the work of the Com- 
mission and its importance to our capital markets and the millions 
of Americans who rely on the integrity of those markets. The Com- 
mission itself has defined its primary mission in succinct and forth- 
right terms: “To protect investors and maintain the integrity of the 
securities markets.” And the Commission has noted that, “As more 
and more first-time investors turn to the markets to help secure 
their future, pay for homes, and send their children to college, 
these goals are more compelling than ever.” 

Now, more than one out of every two U.S. households is invested 
directly or indirectly in the markets. The U.S. markets play a crit- 
ical role in the world capital markets. And it is the integrity, the 
transparency and the efficiency of our capital markets that have 
made them the envy of the world. 

In order to carry out its mission, the SEC must provide vigorous 
oversight of the markets, and vigorous enforcement of our securi- 
ties laws. The Chairman, of course, is in a sense functions as the 
chief administrative officer of a rather large organization. We are 
going to put that Harvard Business School education of Congress- 
man Cox’s to the test here, and the Commission has a strategic 
plan which adheres to the highest standards of integrity, fairness, 
accountability, teamwork, and excellence. 

We have passed through a difficult period recently in the securi- 
ties markets. The Wall Street Journal said, “The scope and scale 
of the corporate transgressions of the late 1990’s exceeded anything 
the U.S. has witnessed since the years preceding the Great Depres- 
sion.” These have involved problems of accounting, disclosure, gov- 
ernance, Enron, WorldCom, and other major public companies; the 
issuance by 10 major financial institutions of misleading and fraud- 
ulent stock analysts’ reports, which led to the Global Settlement; 
systemic problems of the functioning of the stock exchanges, which 
has led to strong sanctions and reform of exchange regulation; and 
mutual fund scandals involving late trading and market timing 
which has also led to extensive regulatory reform and enforcement 
actions. 

I think the SEC has emerged stronger from this period with a 
stronger regulatory framework, a reinvigorated enforcement func- 
tion, and with the expanded budget resources with which it can 
carry out its responsibilities. In addition, the SEC has introduced 
risk-assessment procedures, to anticipate problems before they 
cause harm, and it has taken steps to raise the morale of the staff 
and reduce the staff turnover that had seriously undermined the 
Commission’s ability to carry out its responsibilities. 

My own view is that at this time, we need effective leadership 
at the Commission to maintain the momentum which Chairman 
Donaldson and his fellow Commissioners established. The chal- 
lenges ahead are many. The effective implementation and oversight 
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Commission actions, registration of hedge fund advisers, the ad- 
ministration of Regulation NMS and FASB is moving on the ex- 
pensing of stock options. There are other initiatives pending at the 
Commission: Proposals to give shareholders limited access to the 
proxy solicitation process, the question of the credit rating agen- 
cies, completion of mutual fund reform and evaluation of the self- 
regulatory organizations. 

Mr. Chairman, I look forward to this hearing. We have a number 
of questions to put to the nominees. The Commission will be facing 
a formidable agenda and the resolution of that agenda in a posi- 
tive, constructive, and satisfactory manner is fundamental to the 
effective workings of our economy and the protection of our inves- 
tor citizens. 

Thank you very much. 

Chairman Shelby. Senator Dole. 

STATEMENT OF SENATOR ELIZABETH DOLE 

Senator Dole. Yes, thank you. Chairman Shelby. 

Today, the Committee has the privilege of considering an out- 
standing nominee to be the next Chairman of the Securities and 
Exchange Commission. Congressman Chris Cox has a stellar rep- 
utation as a leader on many important issues for consumers and 
the securities industry, and he has a long and impressive list of ac- 
complishments from his nearly two decades in the Congress. He is 
known for his intellect. He is known to be innovative, diligent, and 
extremely hardworking — qualities that will certainly serve him 
well as head of the SEC. 

I am also certain that one of Congressman Cox’s greatest accom- 
plishments was convincing Rebecca to marry him, and I want to 
take this opportunity to recognize her. You see, Rebecca Cox played 
an invaluable role, for which I am deeply appreciative, at the De- 
partment of Transportation when I served as Secretary there; 
whether it was the new National Airport or the renovation of 
Union Station, the sale of Conrail or safety belts and air bags, Re- 
becca was right there working so very hard. Chris is indeed blessed 
with such an intelligent, talented, and devoted wife. And welcome 
to Charles, Kathryn, and Kevin. They have many reasons to be 
very proud of their parents, and I continue to wish them all my 
very best. 

We are all aware of the considerable challenges that await the 
next Chairman of the SEC. In light of the single-vote margins on 
a number of high profile, controversial decisions recently made by 
the Commission, Congressman Cox is uniquely qualified for this 
position. He has a strong reputation as a consensus builder, even 
on the most sensitive of issues. The responsibilities of the next SEC 
Chairman will be great, and I am certain that Chris Cox is the 
right man for the job. 

I also want to extend a warm welcome to Commissioner Campos 
and Ms. Nazareth. It is my hope that this Committee will consider 
these nominations with due speed and be ready to approve them 
this week. 

Thank you, Mr. Chairman. 

Chairman Shelby. Senator Dodd. 
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STATEMENT OF SENATOR CHRISTOPHER J. DODD 

Senator Dodd. Well, Mr. Chairman, I will ask unanimous con- 
sent that some opening comments he included in the record. 

Chairman Shelby. Without objection, so ordered. 

Senator Dodd. I would just like to underscore the comments 
made by Senator Sarbanes. We have three of our colleagues here 
to introduce these witnesses, and I know the clock is going to be 
running, so I will move along and make sure they get an oppor- 
tunity to make their presentations before the votes start. 

I just would note, there is a new SEC building going up, Mr. 
Chairman, as you know, only a few blocks from here. In fact, I 
gather the staff is moving in as we speak. And I guess the sym- 
bolism here about getting closer to this epicenter of politics is 
something that in my meeting with Chris Cox I cautioned about. 

I think it is so important that the Commissioners of the SEC not 
become embroiled in the day-to-day machinations of Washington 
politics. I suppose the symbolism of Union Station, where literally 
millions of people every day transgress here back and forth from 
the transit systems there, those average investors that Senator 
Sarbanes talked about is the critical issue. 

And I also would not want to let pass the moment to say thank 
you to Bill Donaldson and to Harvey Goldschmid for the tremen- 
dous job they have done as Commissioners. We welcome all three 
of you and look forward to working with you. 

Thank you, Mr. Chairman. 

Chairman Shelby. Senator Allard. 

STATEMENT OF SENATOR WAYNE ALLARD 

Senator Allard. Thank you, Mr. Chairman, and I want to ex- 
press my appreciation for your holding this hearing so that we can 
hear from the three nominees to the Securities and Exchange Com- 
mission, particularly Congressman Cox, Mr. Campos, and Ms. 
Nazareth. 

I am not that familiar with Mr. Campos and Ms. Nazareth, but 
I have had the opportunity to serve with Congressman Cox in the 
House and more than just served with him, I actually worked with 
him on a number of issues. I would certainly second many of the 
comments that were made by my colleague from North Carolina 
and I am glad to see him before this Committee. I am especially 
pleased that he has been selected to serve as Chairman. I am very 
hopeful that things will go well under his leadership at the SEC. 

He brings capability and a lot of leadership qualities that are 
needed during these trying times, and I think that his 17 years’ ex- 
perience in the House of Representatives will serve him very well. 

I feel that the prime role of the Commission is to help facilitate 
a free market system that promotes security and safety in our Na- 
tion’s financial markets. Recent scandals and possible future ter- 
rorist attacks on our financial industry are attempts to break down 
America’s faith and trust in investing in our future. At a time 
when retirement security is a major focus, the SEC should assist 
in instilling confidence in our financial investment decisions as best 
it can. 

So, I look forward to hearing your ideas, and thank you, Mr. 
Chairman. 
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Chairman Shelby. Senator Carper, do you have an opening 
statement? 

STATEMENT OF SENATOR THOMAS R. CARPER 

Senator Carper. Not a statement, just to say to all of our guests, 
welcome here this morning. I am withholding my opinion on Mr. 
Cox until I have heard from Senator Boxer and Senator Feinstein. 
We will see what they have to say. And I will decide where to go 
with my old colleague, Mr. Cox. 

Mr. Campos, we appreciate your service, and Ms. Nazareth, if 
you are half as good as I have heard, you are a real addition to 
the SEC. 

Thank you very much. 

Chairman Shelby. Senator Enzi. 

STATEMENT OF SENATOR MICHAEL B. ENZI 

Senator Enzi. Mr. Chairman, I want to thank you for holding 
this hearing on these nominees and look to their speedy confirma- 
tion. 

I would particularly comment that I have heen working with Mr. 
Cox since I got to the Congress. He was the foremost expert on ex- 
port administration, and I got to work with him on that for years, 
but my greatest adventures have been working on some small busi- 
ness issues with him, and he has a fond heart for small business, 
and I think that he is actually the right person at the right time 
for the right job, and I look forward to his confirmation. I ask for 
my full statement to be included in the record. 

Chairman Shelby. Thank you. Without objection, it will be or- 
dered. 

Senator Stevens, we will call on you; then. Senator Eeinstein, 
Senator Boxer, and then Senator Schumer, our colleague, for any 
introductions you want. 

STATEMENT OF TED STEVENS 
A U.S. SENATOR FROM THE STATE OF ALASKA 

Senator Stevens. Mr. Chairman and Members of the Committee, 
in view of the upcoming vote, I think I would just ask you to put 
my statement in the record. 

Chairman Shelby. Without objection, it is so ordered. 

Senator Stevens. I will say that Senator Dole has preceded me 
and made the comments I would have made about Rebecca 
Gernhardt Cox and her children. I am sure that the Senators here 
will remember that she was part of the Senate staff and really was 
a very distinguished member of my office when I was the Whip for 
many years. 

But Senator Dodd, you will remember that you cosponsored with 
Chris Cox the 1995 legislation to protect investors from fraudulent 
lawsuits. I think that Congressman Cox, as a graduate of Harvard 
Law School, a former Editor of the Harvard Law Review, is, as 
many of you said, the right man for the right job at the right time. 
I am delighted to have the opportunity to be here to tell you that 
I urge you to bring out his name as quickly as possible so we can 
confirm him and the rest of these other members, and they can get 
about their business. 
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Thank you very much. 

Chairman Shelby. Thank you, Senator Stevens. 

Senator Feinstein. 

STATEMENT OF DIANNE FEINSTEIN 
A U.S. SENATOR FROM THE STATE OF CALIFORNIA 

Senator Feinstein. Thanks very much, Mr. Chairman, Ranking 
Member Sarbanes, and Members of the Committee. 

In response to Senator Carper’s comment, I would like to make 
this comment in return: I think the fact that both Senator Boxer 
and I, two Democrats from Chris Cox’s home State, are here today 
is in itself testimony to the credentials that he brings to this office. 

I think I will not speak on behalf of my colleague. She will speak 
for herself. But I think both of us believe that the Securities and 
Exchange Commission is an extraordinary Commission and that 
Representative Cox has the qualifications and the experience nec- 
essary to manage regulation and enforcement and to improve in- 
vestor confidence in the Nation’s securities markets. One of the 
things that I did not know about him was the fact that he is really 
academically very smart. 

[Laughter.] 

Yes, right. Not only, of course, does he come from California, as 
was pointed out, but he also attended the University of Southern 
California. What was not pointed out was that he graduated magna 
cum laude in just 3 years with a bachelor’s degree in political 
science and English. He went on to Harvard Business School and 
Harvard Law School and graduated with honors in 1977. 

At Harvard, as was said, he was Editor of the Harvard Law Re- 
view, and he followed that by clerking for the Hon. Herbert Choi, 
our Nation’s first Asian-American Federal judge. He then began his 
career as a private sector securities attorney at a California-based 
international law firm, well-known, Latham and Watkins. After 2 
years, he was invited to become a lecturer at Harvard Business 
School on business administration. 

In 1986, he entered public service as a Senior Associate Counsel 
to President Reagan. Against a whole host of competitors, he then 
won the seat of California’s 48th District in Orange County, a dis- 
trict he has well represented for 17 years. And he recently became 
the first Chairman of the House Committee on Homeland Security. 

Now in the wake of corporate major accounting scandals, his 
nomination comes at an important time for the Securities and Ex- 
change Commission. More recently, through the Sarbanes-Oxley 
Act and other enforcement actions, the Securities and Exchange 
Commission has strengthened investor protections and restored 
faith in corporate America by tightening regulation and increasing 
enforcement. The next Chairman will have the difficult task of 
managing these recent changes in the industry that will require 
even more scrutiny. 

In closing, let me say that Representative Cox accomplished a 
major background in academia, in business, in law as well as his 
experience working in Government. This well equips him to provide 
the leadership that is necessary for these new days in the SEC. I 
want to just conclude by quoting Representative Cox’s statement 
during the Sarbanes-Oxley hearings. “Fraud and unfair dealing are 
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the enemies of the free enterprise system. We have tough laws on 
the books to deal with all matters of crime, including corporate 
crime. But just as bacteria mutate to avoid the latest antibiotics, 
those who cook the books are constantly changing the recipes, and 
we have to keep our laws and our remedies up-to-date.” We look 
to him to do just that. 

Thank you very much, Mr. Chairman 

Chairman Shelby. Senator Boxer. 

STATEMENT OF BARBARA BOXER 
A U.S. SENATOR FROM THE STATE OF CALIFORNIA 

Senator Boxer. Thank you, and it is a pleasure to be here with 
my colleague. Senator Feinstein, and with my colleague, Chris Cox 
and the other Members, and I see Chuck Schumer has joined us. 

Because of the press of the clock, I would ask unanimous consent 
that my full statement be placed in the record. 

Chairman Shelby. Without objection, so ordered. 

Senator Boxer. And what I will try to do is just say what has 
not been said before, so we can just get all the facts on the table. 

I agree that Chris Cox has represented his district with great 
distinction, and I was fortunate enough to work with Chris while 
I was in the House. I had the privilege of chairing the Government 
Operations Subcommittee on Government Activities and Transpor- 
tation at the same time that Chris was Ranking Member, and as 
you know. Senators Shelby and Sarbanes, the importance of these 
relationships cannot be overstated. 

And we did address very difficult problems. We held a lot of over- 
sight hearings, including one on the bombing of Pan Am Flight 
103. And throughout that particular session of Congress, we main- 
tained a very strong and collegial relationship. We worked very 
well together, and we found the common ground. We did not agree 
on everything, but we found the common ground, and we moved 
forward. 

And in the years since, I have gone on to the Senate, I have con- 
tinued to work with Chris on a number of issues. For example, we 
fought for the interests of children when we co-authored the Child 
Support Enforcement Act, and we have been working together with 
Senator Feinstein and others to assure a more equitable distribu- 
tion of homeland security grants — an issue that I am sure we all 
have different views depending on the size of our States. 

Now, I have found Congressman Cox easy to work with, a pleas- 
ure to work with. And, you know, we do not agree on some very 
basic issues, and we are very open about that. But we have in the 
past definitely set aside those differences to make progress for the 
people. And now, the rest of my statement will be very brief, and 
I want to address it to you and my Democratic colleagues. 

As you review this important nomination to the post of Chairman 
of the SEC, I ask that you keep in mind that this position impacts 
the financial security and well-being of every person in the country. 
Chris and I have talked about this. More Americans invest in the 
stock market either directly or through vehicles like their pension 
or retirement funds than ever before. 

In a former life, many years ago, I was a stock broker. And I 
knew what happened when the stock market crashed after the as- 
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sassination of JFK all those many years ago. I will never forget the 
looks on the faces of the clients that I was trying to help at that 
time. They count on us. They will count on Chris. So, I think what 
is very important in the wake of Enron, WorldCom, and the 
Adelphia scandals is that we make sure that Congressman Cox 
takes his considerable talents, and he puts them to work on hehalf 
of the people of this country — not the special interests but the peo- 
ple of this country. 

Now, he and I have talked about that, and he has told me with 
great, I think, emotion that he will, in fact, do that. And since Sen- 
ator Feinstein had a really important quote, I will also quote Chris 
when he spoke in favor of the Sarbanes-Oxley Act: “Fraud and un- 
fair dealings are the enemies of the free enterprise system. And as 
we see from the turmoil in our markets, our country is paying a 
very high price because those in power have broken faith with their 
employees and their investors.” 

So, I am looking forward to learning from today’s hearings how 
Congressman Cox, as head of the SEC, would achieve three goals 
by using his considerable talents, and keeping that, I think, strong 
statement right in the front of his mind that he is, in this position 
along with our other good colleagues, going to protect the interests 
of the people of this country. 

Thank you very much. 

Chairman Shelby. Thank you. Senator Boxer. 

Senator Schumer. 

STATEMENT OF SENATOR CHARLES E. SCHUMER 

Senator Schumer. Thank you, Mr. Chairman. It is a pleasure to 
be here sitting before my colleagues on this side of the table, and 
I want to welcome 

Chairman Shelby. We ask you questions now. 

[Laughter.] 

Senator Schumer. You know, when you sit down here, you see 
how high up you guys are, and you are down here, and it is a dif- 
ferent experience altogether. I think I like it better on that side. 

But in any case, I want to thank you for holding this hearing, 
and by the way, Mr. Chairman, the bipartisan group we have here 
is an example of how you and Senator Sarbanes have always at- 
tempted to run this Committee, and I think it is one of the reasons 
we have had a great record of success as you have been Chairman 
and as well when Senator Sarbanes was Chairman. 

I am here to introduce, of course, Annette Nazareth, but I want- 
ed to say a few words to welcome first Chris Cox to the hearing. 
I used to joke that Chairman Donaldson visited us so often that he 
became an honorary Member of the Committee. My guess is you 
will be in the same position, and we look forward to your many vis- 
its here. And let me say, frankly, that I am in support of your nom- 
ination. And the reason is this. I have always described myself as 
both pro-business and pro-regulation, and I do not think the two 
conflict, as the statements that Senator Feinstein and Senator 
Boxer mentioned. 

Strong, good businesses and particularly financial businesses 
have to be sure that there is good regulation so the public trusts 
them. And I do not think there is a conflict. Everyone knew when 
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you were nominated that you were pro-business, but I think an ex- 
amination of your record and certainly our discussions indicate 
that you are pro-regulation as well, and I was heartened to see 
that you had stated publicly what you had told me privately, that 
there is not going to be a big rollback of all of the things that have 
been done; the Sarbanes-Oxley bill, which has done so much good, 
and many of the other things that Chairman Donaldson did. So, I 
really look forward to your being Chairman of the Commission, and 
I think we are going to have a very good time at that. 

I want to thank Commissioner Campos for being here. Your 
record speaks for yourself, sir. You have done a great job on the 
Commission, and that is why I think your renomination is going 
to go through without a hitch. 

And it is my job here to introduce Annette Nazareth to my col- 
leagues here on the Senate Banking Committee. Before introducing 
her, I would like to introduce and welcome her husband, Roger Fer- 
guson, who has also sat on this side of this table. Roger Ferguson 
is a great public servant. He is now the Vice Chairman of the Fed- 
eral Reserve Board, and I know, Roger, you are proud to be here 
to support your wife, another amazing public servant in the finan- 
cial world. Thank you for being here, and I want to welcome your 
daughter, Caroline. The last time I saw Caroline, we just bumped 
into each other in Yellowstone Park, it was. We were on separate 
family vacations and just happened to see each other, and I know 
your son is away, but he wanted to be here today, too. 

Mr. Chairman, I take great pride in submitting the name of An- 
nette Nazareth to be a nominee for the Securities and Exchange 
Commission. I have had the pleasure of working closely with An- 
nette in her role as Director of Market Regulation for the past sev- 
eral years, and if I was allowed only three words to describe her 
today, I would say she is thoughtful, pragmatic, and balanced. She 
understands the need for business innovation with a strong regu- 
latory framework to protect U.S. investors. 

In short, she is probably much like the description I gave to 
Chris Cox. She is both pro-business and pro-regulation. They might 
have different emphases, but the two will work well together. 

Annette Nazareth led the Market Regulation Division since 1999, 
supervising and regulating the U.S. securities market by estab- 
lishing priorities and guiding the resolution of a number of securi- 
ties market and broker-dealer issues, including equity market 
structure issues, internalization and fragmentation concerns, mar- 
ket data issues, intermarket links, and options market issues. 

And let me just say, as we know on this Committee, with new 
technology, these were very, very difficult times. To keep our mar- 
kets preeminent — as a New Yorker, I obviously care about that — 
bring in the new technology but keep the openness and depth and 
liquidity of our markets that we have come to prize. And the strong 
and yet subtle hand of Annette Nazareth was behind all of this, 
and I think one of the reasons that our markets can anticipate the 
21st century with great success, and I think no one doubts that 
they will continue to lead the world, is because of the work that 
she did while working for the Commission. 

And now, as a Commissioner, I think she can do even more. She 
is known on Wall Street and in Washington as being open-minded 
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and fair. She is always willing to discuss issues in an in-depth 
manner, and frankly, we have had a few differences, and she has 
done as well with those as with the ones where we have agreed. 

I think her diverse background will be invaluable to the Commis- 
sion, and I would ask unanimous consent my entire statement be 
read into the record. 

Chairman Shelby. Without objection, your statement will be 
made part of the record 

Senator Schumer. Oh, one other thing, Mr. Chairman. Our col- 
league, Jack Reed, had wished to be here. Annette was raised in 
Rhode Island, attended Brown, and then had her career in New 
York, and he could not be here today but wanted to 

Chairman Shelby. Any statement he would have will be made 
part of the record. 

Senator Schumer. Thanks. 

Chairman Shelby. Senator Banning, do you have any com- 
ments? 


STATEMENT OF SENATOR JIM RUNNING 

Senator BuNNiNG. I just have an opening statement, and I will 
give it to the record. 

Chairman Shelby. Without objection, so ordered. 

Senator Stabenow. 

STATEMENT OF SENATOR DEBBIE STABENOW 

Senator Stabenow. Thank you, Mr. Chairman. I would submit 
an opening statement for the record and welcome the nominees. 

Chairman Shelby. Without objection, it is so ordered. 

Congressman Cox, do you have any family? They have been in- 
troduced. Do you want to introduce them again before we call on 
you? And then, I will call on you? And then, we will call on the oth- 
ers, and then, we will start. I know Rebecca is here. 

Representative Cox. Mr. Chairman, I am very pleased that I am 
joined, and I appreciate the Committee’s willingness to let my fam- 
ily be here, by my wife, Rebecca. Seated immediately to her right 
is my son, Kevin, who is 6 years old; my son, Charles, who is 12 ; 
and my daughter Katie, who is 11. They are a source of continuing 
support, inspiration, encouragement, and advice. 

[Laughter.] 

Chairman Shelby. Mr. Campos, Commissioner Campos, do you 
have any family or any comments you want to make about some- 
body here? 

Mr. Campos. Yes, I do. Senator. Thank you very much for offer- 
ing that. I would like to introduce my wife and life partner, Minnie. 
She is a practicing physician and my son, Daniel, who is a sopho- 
more at a local school. And that is all I have with me today. 

[Laughter.] 

There are a lot more in Texas and California, but they could not 
be here. 

Chairman Shelby. Ms. Nazareth, do you want to acknowledge 
your husband again? Go ahead. 

Ms. Nazareth. I certainly always like to acknowledge my hus- 
band. 

Chairman Shelby. He is no stranger to this Committee. 
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Ms. Nazareth. I know that, but I will take the opportunity to 
acknowledge my husband, Roger Ferguson, who is also my life 
partner and my inspiration as a public servant and my daughter, 
Caroline Ferguson, who is 10, and like, I guess, the Cox children, 
is a very honest and wise adviser. And our son, Roger III, is unable 
to be here today. He is at camp, but he is 14 years old. 

Chairman Shelby. Would all three of you stand and raise your 
right hand and be sworn? 

[Witnesses sworn.] 

Chairman Shelby. All of your written testimony will be made 
part of the record. Our votes have been delayed a few minutes, so 
we will start with you. Congressman Cox, any comments you want 
to make with regard to your nomination. 

STATEMENT OF CHRISTOPHER COX 
A U.S. REPRESENTATIVE IN CONGRESS 
FROM THE STATE OF CALIFORNIA AND 
CHAIRMAN-DESIGNATE 

U.S. SECURITIES AND EXCHANGE COMMISSION 

Representative Cox. Mr. Chairman, Senator Sarbanes, and Mem- 
bers of the Committee, it is a pleasure to appear before you today. 
I am deeply honored that President Bush has nominated me for the 
very important task of ensuring the integrity and efficiency of the 
Nation’s capital markets. I want particularly to thank Senator 
Boxer, Senator Feinstein, and Senator Stevens for their very gen- 
erous comments and introductions. It has been a pleasure to have 
had the opportunity to work with them over a period of very many 
years. And likewise, thank you, Mr. Chairman, Senator Sarbanes, 
and each of the Members of this Committee, for the time and the 
advice that you have given me during the course of this confirma- 
tion process. 

It is a special honor to be nominated to follow in the footsteps 
of Bill Donaldson. His advice and guidance over the past 2 months 
have been invaluable as well. He has served the Securities and Ex- 
change Commission, and our country, with honor and distinction. 
Today, I am very pleased to be sharing this hearing with Commis- 
sioner Reel Campos and Commissioner-designate Annette Naza- 
reth, both of whom have played such important and distinguished 
roles at the Commission. 

With your permission, Mr. Chairman, I would like to just briefly 
describe some of the priorities that I would address as Chairman 
if confirmed by this Committee. 

I want to begin by noting that this Congress — and in particular 
this Committee — plays the defining role in charting the course and 
the overall mission of the Securities and Exchange Commission. As 
you noted, Mr. Chairman, through my years of service on the En- 
ergy and Commerce Committee and the Financial Services Com- 
mittee, I have had the privilege of working with Members of this 
Committee and the staff of this Committee to give the SEC the 
tools that it needs to ensure the integrity of America’s capital mar- 
kets. Our most recent accomplishment was the historic Sarbanes- 
Oxley Act, which was absolutely necessary to bolster confidence in 
the integrity of our markets. Sarbanes-Oxley is now a pillar of our 
securities regulatory charter. 
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Mr. Chairman, this is only a brief statement. But I think it is 
important, in these opening comments, to describe some of the pri- 
orities that, if I am confirmed, would be the focus of my service as 
Chairman of the Securities and Exchange Commission. 

First, my top priority will be the vigorous enforcement of our se- 
curities laws. The Commission must be vigilant on behalf of inves- 
tors, and stalwart against fraud and unfair dealing. This Com- 
mittee and the Congress have given the Commission the legal tools 
that it needs to protect investors and the health of our financial 
markets. If confirmed, I will carry out that mandate, through the 
aggressive use of the tools that Congress has provided. 

Second, I will cultivate respect for the rule of law in our capital 
markets. There is no better means to this end than continuity, clar- 
ity, and consistency in the Commission’s rulemaking and enforce- 
ment. 

Third, I will strongly support the Commission’s ongoing work to 
ensure that the rules governing our financial markets keep pace 
with advancing technology. The rapid globalization of securities 
markets, and the amazing development of the Internet as a me- 
dium for commerce and information have occurred at the same 
time that the number of Americans who are directly invested in se- 
curities has reached record levels. These developments offer both 
investors and issuers extraordinary new opportunities, but they 
also bring unprecedented risks. As a result, the work of the SEC 
is now more important than ever. 

Fourth and finally, I will work to ensure the continuity of critical 
operations in the financial sector in the event of another terrorist 
attack. As the Chairman of the Homeland Security Committee, I 
know how much work has already been done in this area, but as 
the tragic events of this July in London have shown, the threat of 
terrorism has not abated, and the September 11 attacks on Wall 
Street have put us on fair notice. 

If I am confirmed as Chairman, the SEC will continue to play a 
key role in the President’s Working Group on Financial Markets, 
and the SEC will continue to work closely with the Department of 
the Treasury, the Justice Department, the intelligence community. 
State and local law enforcement, and our partners around the 
world to see to it that the American men and women whose savings 
and jobs depend on the security of our capital markets are as safe 
and as protected as they can be. 

Chairman Shelby, Senator Sarbanes, and Members, I am grate- 
ful for the opportunity to serve as Chairman of what Senator Sar- 
banes has rightly called the crown jewel of Federal regulatory 
agencies. From my early days as a securities practitioner to my 
most recent years in Congress, I have been consistently impressed 
by the high caliber of professionals at the Securities and Exchange 
Commission. For 70 years, the SEC has set the standard of regu- 
latory excellence for the Federal Government and for governments 
around the world. It will be an honor, if confirmed, to join this ex- 
ceptional team. 

In closing, may I say that it has been an equally profound honor 
to work for nearly two decades with each of you as colleagues in 
this Congress, and if you confirm me, it will, of course, mark the 
end of that extraordinary experience. But I welcome the oppor- 
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tunity to continue to work with each of you for the protection of 
investors and the efficiency of our financial markets. 

Mr. Chairman, I would he happy to answer any questions you 
may have. 

Chairman Shelby. Thank you. 

Mr. Campos. 

STATEMENT OF ROEL C. CAMPOS 
MEMBER-DESIGNATE 

U.S. SECURITIES AND EXCHANGE COMMISSION 

Mr. Campos. Thank you very much, Mr. Chairman. 

I again am very appreciative of being here for the second time, 
and I greatly value and appreciate the opportunity I have had to 
work with this particular Committee and various Members at var- 
ious times regarding the issues with securities regulation over the 
last 3 years. 

Mr. Chairman, almost exactly 3 years ago, I had the privilege of 
coming before this Committee for confirmation hearings as today to 
be a member of the Securities and Exchange Commission. At that 
time, I shared with this Committee that my life’s journey had 
begun in a humble household of Mexican-American parents in the 
southernmost part of Texas. I explained that my father served in 
World War II, was wounded in action in Germany, and worked 
many jobs during his working life to support my mother and five 
children. 

Three years ago, my father, a retiree, and millions of other 
Americans were dismayed and outraged as they learned of one cor- 
porate fraud after another. These words have become household 
names: Enron, Adelphia, Tyco, and WorldCom. In response to the 
concerns of investors and retirees like my father, who wondered 
whether their investments were safe and whether they should have 
confidence in the American markets. Congress guided by this Com- 
mittee led by then-Chairman Sarbanes, did the Nation a historic 
service by passing the Sarbanes-Oxley Act of 2002. 

In the 3 years of my service, the Commission has fulfilled Con- 
gress’ mandate, met the deadlines, and implemented, through often 
complicated rulemakings, the requirements of Sarbanes-Oxley. Un- 
fortunately, in those 3 years, many other threats to investor con- 
fidence and the stability of the markets have erupted. Securities 
analysts were discovered to be recommending companies that they 
believed were “dogs,” in their own words, to promote banking busi- 
ness. A disturbing number of mutual fund executives were found 
to be placing self interest above fiduciary duties and were found to 
have allowed market timing and late trading privileges to large 
customers at the expense of fund investors. Significant trading vio- 
lations were found to have occurred on the floors of our major ex- 
changes. Full and accurate financial disclosures by listed compa- 
nies continued to be a problem, and many schemes were revealed 
that were inflating financial numbers. 

With these challenges, the SEC found itself in the busiest and 
most crucial time since its creation, when Congress first dealt with 
massive fraud and flight from the markets following the Great De- 
pression. In the 3 years of my service, the Agency has conducted 
over 200 rulemakings, interpretations, proposals, and the like. In 
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that time frame, the Agency has brought nearly 2,000 enforcement 
proceedings. In fiscal year 2003, over $1.1 billion and in fiscal year 
2004 over $1.21 billion in disgorgement and penalties were as- 
sessed to help restore investor losses from securities fraud. 

I continue to believe that in America, the vast majority of 
businesspersons, broker-dealers, investment advisers, and profes- 
sionals are honest and scrupulous. However, my days as a Federal 
prosecutor and businessman teach me that a significant few will 
succumb to temptation and thereby cheat. It is true that no 
amount of regulation will ever totally prevent fraud. However, wise 
regulation and proper sanctions will deter and reduce the odds of 
success and reduce the damage that occurs before the discovery of 
fraud in the marketplace. The challenge of all regulation is to pro- 
tect fully investors and their capital without unduly burdening the 
conduct of business. The sad fact is that a few cheaters can cause 
capital to stampede to the sidelines, cause huge reputation damage 
to an industry, and diminish the liquidity of our markets. 

During the past 3 years, I believe that the SEC has contributed 
mightily with Congress in helping restore much of the lost con- 
fidence of investors in our markets. There is still a long way to go. 
Most of the rules involving Sarbanes-Oxley have been in effect less 
than 2 years, and their positive impact is just beginning to be evi- 
dent. While nothing in life is perfect, I believe that the SEC has 
implemented Sarbanes-Oxley and other rules in a very moderate 
and practical matter, allowing honest business and the regulated 
financial community to flourish and has protected investors. I be- 
lieve that an important key to the future is that the Agency con- 
tinue to listen to indust^ and, where appropriate, smooth out the 
“rough edges” of regulation. However, wise and fundamental prin- 
ciples, such as those in Sarbanes-Oxley and those that seek greater 
transparency and the elimination of conflicts must never be com- 
promised. 

Recently, I have supported and been privileged to be active in the 
Agency’s effort to understand and apply industry suggestions in the 
areas of hedge fund adviser registration, the application of Section 
404, involving the attestation of internal controls of public compa- 
nies, and the constant improvement of our examination process. 
The SEC’s enforcement program must continue to be vigorous and 
act in real time to protect investors’ capital and minimize losses. 
Where egregious violations of securities laws occur, strong sanc- 
tions must be imposed to create deterrence and provide appropriate 
punishment. On the other hand, where possible, the Agency must 
continue to reduce and eliminate antiquated rules, such as with the 
Securities Act Reform, which will simplify and greatly reduce the 
cost of raising capital in America. 

If the Senate grants me this huge honor of confirming me a sec- 
ond time as a Member of this Commission, I vow to continue to 
bring all of my energies to work diligently with my fellow Commis- 
sioners and Chairman to continue to accomplish the noble mission 
that Congress has given this Agency: to protect investors, as Sen- 
ator Sarbanes said, and to maintain the integrity of the markets. 

Thank you for your kind attention. 

Chairman Shelby. Thank you. 

Ms. Nazareth. 
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STATEMENT OF ANNETTE L. NAZARETH 
MEMBER-DESIGNATE 

U.S. SECURITIES AND EXCHANGE COMMISSION 

Ms. Nazareth. Thank you, Chairman Shelby, Ranking Member 
Sarbanes, and Members of the Committee. 

I am deeply honored to appear before this Committee today, and 
I am deeply grateful to President Bush for nominating me to serve 
on the Securities and Exchange Commission. 

I am a passionate believer in the United States capital markets 
and the benefits to our Nation and its citizens that come from a 
well functioning, appropriately regulated financial system. 

I have spent all of my professional life working in, for, and with 
the financial services sector. My career has been primarily based 
in the securities industry, where for 12 years, I worked in various 
investment banks and commercial bank affiliates. I have hands on 
experience helping businesses navigate the legal and regulatory re- 
quirements that industry faces. I have also gained an appreciation 
of the issues and challenges facing the securities markets and 
those who participate in them, whether they are brokerage firms, 
professional traders, or retail investors. I believe that this first- 
hand experience helps me identify sensible and pragmatic selec- 
tions to issues. I am keenly aware of the cost of regulation and the 
importance of balancing these costs with the benefits that regula- 
tion seeks to achieve. Most recently, I have served as Director of 
the Division of Market Regulation at the SEC, and I have had the 
opportunity to work closely with Members of this Committee and 
the House Financial Services Committee on a multitude of securi- 
ties related issues. I have also represented the Commission as a 
member of the Financial Stability Forum, which is comprised of 
central banks, finance ministry officials, and other regulatory au- 
thorities. The Financial Stability Forum has the mandate to assess 
vulnerabilities affecting the global financial system and identify ac- 
tions to address those vulnerabilities. 

Finally, I must share with you the reverence that I have for the 
Commission and its Chairman. As William O. Douglas so aptly put 
it, we are the investors’ advocate. In the United States, we have 
the deepest and most liquid securities markets in the world. We 
also have the highest level of retail investor participation in the 
world. We are indeed an ownership society, and this is due in no 
small part to the confidence that investors rightly place in our mar- 
kets. Integrity and transparency are the hallmarks of our financial 
system. I believe that working together in a thoughtful manner, we 
can continue to maintain this preeminence and meet new chal- 
lenges. I look forward to working with Chairman Cox, and I would 
hope to help forge consensus on many of the issues that the Com- 
mission will face. I would be honored if you would permit me to be 
a Commissioner of the Securities and Exchange Commission. 

Thank you. 

Chairman Shelby. Thank you. 

I will ask each one of you this question, and I will ask you to 
respond to this question. Some of us on the Committee remain 
troubled by the recent trend of split votes at the SEC. The SEC’s 
quick reconsideration of the independent chairman requirement for 
mutual funds following the recent DC Circuit ruling adds addi- 
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tional hesitation. I think some Members of the Committee are con- 
cerned that the lack of consensus on fundamental policy changes 
to some extent perhaps undermines the SEC’s credibility and es- 
tablished an unfortunate precedent. 

Are any of you troubled by the lack of consensus on major regula- 
tion here, and what does this mean for the SEC going forward. I 
know you cannot always agree on everything; that is common 
sense, but Commissioner Cox? 

Representative Cox. Thank you very much, Mr. Chairman. 

Let me begin by noting that as a Chairman in the House of Rep- 
resentatives — I have been given the gavel three times — and in each 
case, all of the legislation and all of the official reports produced 
by the Committees that I have chaired have been unanimous and 
bipartisan. 

I have been a Member of a number of Committees in Congress, 
and I know that unanimity and bipartisanship is not always pos- 
sible, because people genuinely disagree. By statute, as you know, 
no more than three Members of the Securities and Exchange Com- 
mission can be of one political party. So by design. Congress has 
ensured that there be different points of view represented on the 
Commission. 

I will undertake, Mr. Chairman, if you confirm me as Chairman 
of the Securities and Exchange Commission, to do my level best to 
seek the common ground, build bipartisanship and, in fact, strip 
partisanship of any kind from all of the deliberations and decisions 
of the Securities and Exchange Commission, because I agree with 
the premise of your question that wherever possible, unanimity of 
purpose, of rulemaking, speaking with one voice strengthens the 
Commission and strengthens its role in the capital markets. 

Chairman Shelby. Commissioner Campos, of course, you have 
been on the Commission. 

Mr. Campos. I have been part of those split decisions. 

Chairman Shelby. Sure. 

Mr. Campos. I do believe, as Congressman Cox has indicated, 
that it is desirable to try to reach consensus in all of the work that 
is attendant to that, all of the background work and discussions 
and understanding the views of the different Commissioners and 
the staff should be taken into account. 

However, in life, I think we all know, difficult decisions and hon- 
est brokers and honest and reasonable minds will differ, and I 
think that with the numbers of tough issues that the Commission 
has had to deal with, it is not terribly surprising that there have 
been split decisions. 

And I, for one, do not believe it takes away from the credibility 
of the Commission so long as the Commission has done its utmost 
to reach consensus and to get there, and I believe that our process 
must continue to be very open, in which all of our deliberations are 
out there for the public; the various considerations that went into 
each particular Commissioner’s decision when the final vote is out 
there and available. 

And when that happens, I believe that the public, the profes- 
sionals, and Congress can see that the process was appropriate and 
was proper, and there was nothing illegitimate about it. After all, 
the Supreme Court splits 5-4 very regularly, and no one says that 
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their particular decisions are illegitimate because they have a split 
decision. 

Chairman Shelby. Ms. Nazareth. 

Ms. Nazareth. I agree with much of what has been said. Obvi- 
ously, consensus is highly preferable, and I think as in many situa- 
tions, there are a number of ways to skin a cat, a number of means 
to achieve the desired goals, and it should certainly be our strong 
preference to find a path that we can all agree on for the maximum 
number of issues. 

Chairman Shelby. Congressman Cox, several months ago, the 
SEC issued guidance on stock option expensing and provided 
issuers with additional time to comply with the new EASE rule. I 
support ease’s rule and the SEC’s efforts to provide issuers with 
technical guidance on valuation. In light of your prior position on 
this issue, what assurances can you give this Committee that you 
will continue to support the SEC’s efforts in this area? 

Representative Cox. Mr. Chairman, both the EASE deliberations 
and the SEC guidance have essentially concluded at this point. 
That process is going forward. Issuers are expected in the next fis- 
cal year to comply with this rule. In my view, as a result, these 
questions have been asked, answered, and deliberated upon. What 
is most important going forward is that we have clarity. 

This has been an issue of some discussion legislatively. That is 
highly unusual. In my view, the independence of EASE is of vital 
importance, as is the independence of the Securities and Exchange 
Commission. The interests of Congress are different than the inter- 
ests of the EASE and of the SEC, and Congress, of course, is con- 
cerned with big picture questions of the economy and so on. 

All of those issues, to my way of thinking, have been addressed. 
The process has gone forward, and if you confirm me as Chairman 
of the Securities and Exchange Commission, I will ensure that the 
Securities and Exchange Commission builds upon the record al- 
ready established and that the rule is implemented as the markets 
expect. 

Chairman Shelby. Senator Sarbanes. 

Senator Sarbanes. Thank you very much, Mr. Chairman. 

First of all, let me say I strongly associate myself with the Chair- 
man’s, the question he has just asked with respect to the issue of 
expensing of stock options, and I appreciate your response, which 
obviously reflects, I think, an appropriate sensitivity to the neces- 
sity of having independence in the standardsetters. That is how 
EASE was established, and that is the precedent we have tried to 
stick to, although on occasion, it is difficult. 

I will just tell you this story, which underscores what you said. 
When the Committee did Sarbanes-Oxley, there were Members 
who wanted to include in it statutorily a provision that stock op- 
tions should be expensed. I opposed that amendment not on the 
substance but because it was my view that EASE had been set up 
to make this decision, and therefore, it should be left to EASE to 
decide. 

A number of my colleagues agreed with that in opposing that 
amendment. They said no, we do not want to pass this amendment. 
This is a decision for EASE. Subsequently, after considerable study, 
hearings, proposed rules, modified rules, and so forth, EASE put 
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out that the options should be expensed, which, of course, is the 
treatment that is taking place in Europe, for example, in the EU 
and has been advocated by many observers for many years. 

Some of these colleagues who earlier had said well, no, no, this 
should be left to EASE at that point decided no, no, now, we have 
to interfere with FASB’s independent judgment and try to enact 
legislation. Fortunately, that did not take place, but it does under- 
score the question of the role of EASE and how the SEC relates to 
that role. 

Now, the SEC has, as it were, a supervisory role, but it seems 
to me it traditionally and in my view should continue to recognize 
ease’s preeminent role as the standardsetter and the necessity of 
taking those standards, those very complex accounting issues out 
of the political context and putting them more into a context in 
which careful analysis and expert decisionmaking takes place. 

Is it fair to say you perceive the relationship the same? I ask 
that, actually, of all three of the nominees. Do you see the relation- 
ship that way? 

Representative Cox. Senator Sarbanes, the answer to that ques- 
tion is “yes.” I know that this issue is of great importance to you, 
and I have had the opportunity to discuss it previously before this 
hearing. I do not think that there is any question but that the Se- 
curities and Exchange Commission’s role in supervising the EASE 
is designed to ensure such general and important, “big picture” 
things as the protection of investors, ensure the integrity of the 
process, and ensure that all of the issues are taken into account. 

But in terms of accounting expertise and technical questions, the 
judgment of the EASE is to be respected. That is what it is there 
for. I also agree with your sense that standardsetting on accounting 
matters in the Congress is unwise. The very rare occasions where 
bills have been introduced have been, in my view, legislative efforts 
to make sure that issues are taken into account as much as there 
have been very serious efforts to actually write the standards in 
the Congress, which I think would be a mistake. 

Chairman Shelby. Mr. Campos. 

Mr. Campos. Senator, I strongly believe in the principle of inde- 
pendent standardsetters, which the EASE situation symbolizes. 
The SEC has a very specific statutory role to oversee the EASE, 
and we have to handle that very carefully, where we do not take 
away their autonomy and their independent judgments. 

But it is important for us at times to make sure that the process 
seems open and that business interests are heard but that the 
independence, above all, is protected. And I think keeping politics 
and political bodies away from standardsetting is a very wise 
course, and that is being followed all over the world, I might add. 

Senator Sarbanes. Ms. Nazareth. 

Ms. Nazareth. I agree with you very much. Senator Sarbanes. 
I support the independent role of EASE, and I think it is vitally 
important that we defer to their expertise on standardsetting. 

Senator Sarbanes. The same issue arises, to some extent, with 
respect to the Public Company Accounting Oversight Board, and I 
have been struck by the ability of the SEC and Chairman 
McDonough of the PCAOB to work out that relationship in a very, 
I think, positive and constructive way. And once again, I would ask 
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how sensitive each one of you is to the necessity of preserving the 
appropriate role for the PCAOB as it carries out the functions it 
has heen charged with under the recently enacted legislation. 

Why do we not just go right across again real quickly? 

Representative Cox. Thank you, Senator Sarhanes. The Sar- 
banes-Oxley Act vests the Securities and Exchange Commission 
with responsibility for oversight of the PCAOB and creates this 
very important body. Its Chairman, Bill McDonough, in my view, 
has done an outstanding job. I have recently met with him and 
look very much forward to working with him in a collaborative and 
cooperative way. I think that is the appropriate way for the SEC 
and the PCAOB to work going forward. 

Mr. Campos. Senator Sarbanes, I agree as well, and we have 
been learning as we go but being very respectful of, I think, the 
PCAOB and its leadership, certainly, under Chairman McDonough. 
And I foresee that continuing, and we will discharge our oversight 
but in a way that obviously allows the PCAOB to promote its au- 
tonomy and its standardsetting. 

Ms. Nazareth. In my current role, I have not had too many deal- 
ings with the PCAOB. But I certainly have a lot of experience deal- 
ing with self regulatory organizations, which is really what the 
PCAOB is akin to for the accounting industry, and I strongly sup- 
port the role that they provide. 

Chairman Shelby. Senator Carper, do you have — do you want to 
briefly 

Senator Carper. Yes, I will make it real short. 

Mr. Campos, when we look back at this series of 3-2 votes that 
we are talking about, we are going to have a new swing vote here, 
I think, in all likelihood, and this is a question I guess as much 
for Mr. Cox as it is for you, maybe more for Mr. Cox than it is for 
you, but how would the SEC be different if you had been sitting 
in the Chairman’s seat. Congressman Cox, for the last 2 years than 
where you have been sitting as these 3-2 votes came along on 
these key issues? 

Representative Cox. Senator, I do not know. It is an excellent 
question. It is one I have certainly given a lot of thought to, but 
Mr. Campos and Ms. Nazareth have actually been part of these de- 
liberations. 

I have no reason to think that Chairman Donaldson and each of 
the Commissioners did not give their level best to try to achieve 
consensus and tackled some very, very difficult issues that, in my 
view, needed tackling because of the circumstances. So, I cannot 
say that things would have turned out differently had I been at the 
Commission. I do not know. 

What I can say is going forward, I agree with the statements 
made earlier by Ms. Nazareth and Mr. Campos in response to ear- 
lier questions. I will give my level best to working collegially with 
the other Commissioners and seeking common ground and seeking 
consensus if it is possible to achieve. If consensus means that each 
of the Commissioners must compromise their important principles 
or do something that in their view would injure investors and in- 
vestor protections in America, then, you cannot very well expect 
them to change their votes. 
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Senator Carper. I am going to interrupt you. I do not mean to 
be rude, but we have a vote underway, and you know how that 
works. 

Representative Cox. Yes, I hope you understand 

Senator Carper. You have had a chance to talk with Chairman 
Donaldson, and I expect you have a good relationship with him. 
What are some areas where — I know there are a lot of areas where 
you agree with them. What might be some areas where you think 
you might disagree? 

Representative Cox. I have not known Chairman Donaldson be- 
fore President Bush nominated me for this position, but I have got- 
ten to know him over the past 2 months. I have found his guidance 
to be extraordinarily helpful, and in my view, he has been a very 
standup guy in some very tough times. 

I think that jumping into the breach, as he did, when markets 
were lacking in confidence, when investors were reeling from all of 
the news and the financial dislocation of these huge scandals re- 
flects great credit upon him but most importantly, he brought great 
credit to not only the SEC but also to the enterprise of building 
confidence in our markets. 

And so, I look at his record as one of great achievement, and I 
would hope to build on that and extend it if I am confirmed as 
Chairman of the SEC. 

Senator Carper. A question I am going to ask each of the wit- 
nesses to answer for the record, if you would, not at this moment, 
but we have all heard assertions of problems with the so-called 
Section 404 rules of Sarbanes-Oxley, and as you know, that Section 
is designed to require the SEC to develop and adopt rules that re- 
quire companies to report to the management of the companies’ in- 
ternal controls of their financial reporting. And some of us have 
heard, I am sure we have all heard from time-to-time, that these 
reporting requirements are cumbersome and that the audits are ex- 
pensive, at least the initial ones are. 

I would just like to ask each of our nominees to comment on this 
issue and to give us a sense of whether you think there is a prob- 
lem or not and what the steps are you think should be taken as 
we go forward so that we can have robust, vibrant markets and 
also strong investor protections. 

Chairman Shelby. For the record. 

Senator Carper. On a lighter note, ask one last question of the 
Chairman, because at Southern California University, were you a 
member of a fraternity? 

Representative Cox. Yes, I think it is the same well-known orga- 
nization of which you. Senator, are a member. 

Senator Carper. Keeping in mind that Congressman Cox 

Chairman Shelby. Is that a 

Senator Carper. No, it is not. Congressman Cox’s wife and his 
children are sitting behind him, if your fraternity brothers were sit- 
ting here right before us today to speak on your behalf, maybe we 
could get them to answer for the record what they, too, would say. 

[Laughter.] 

So that is a question for another day. 

[Laughter.] 

Chairman Shelby. Thank you. Senator. 
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We are having our first vote. Our time is up. We have four more 
consecutive votes. We are going to recess, I will say, for about 45 
or 50 minutes, give you a chance for a long coffee break. We will 
be back. 

We are in recess. 

Senator Sarbanes. Mr. Chairman. 

Chairman Shelby. Senator Sarbanes. 

Senator Sarbanes. Since we have to respond to the vote, and 
that shows you how we lead our lives here, both in the Senate and 
in the House, of course, I just am curious whether Charlie, Kath- 
ryn, and Kevin, Congressman Cox’s children, are aware that if he 
is the Chairman of the Commission, he can set the times the Com- 
mission meets. 

[Laughter.] 

And therefore, if there is a Little League game or something of 
that sort, the Chairman should be able to make provision for it. I 
just want to note that for the record. 

[Laughter.] 

Chairman Shelby. If any of you want to take a break for your 
children for the rest of the day, we are in recess. 

[Recess.] 

Chairman Shelby. The hearing will finally come back to order. 
We are sorry. One hour became two. 

Congressman Cox, several press accounts have described your in- 
volvement in a lawsuit arising from your time when you were in 
the private practice of law. I think the outcome, if I recall, of that 
lawsuit was in your favor. But would you just for the record clarify 
your role in that litigation, how it was resolved, and so forth? 

Representative Cox. Thank you. Senator. I appreciate the oppor- 
tunity to discuss this matter. 

Chairman Shelby. Sure. 

Representative Cox. Ten years ago, when I had already been a 
Member of Congress for 10 years, I was added to a class action 
lawsuit in California State court. The purported basis of including 
me as a defendant was work that I and my law firm did for a man 
who 10 years thereafter was exposed as a criminal. 

I did preliminary work on a small SEC-registered public offering. 
However, that public offering was not the basis for the criminal in- 
dictment and ultimate guilty plea and conviction of this individual. 

Chairman Shelby. You had been in the Congress 10 years, had 
you not? 

Representative Cox. That is correct. 

Chairman Shelby. Okay. 

Representative Cox. But I also did not work at the law firm at 
the time that the one small limited partnership offering, which was 
not the subject of the fraud indictment, took place. And for those 
reasons, the Court dismissed all of the counts against me. 

Chairman Shelby. Well, basically it was terminated in your 
favor; is that the bottom line? 

Representative Cox. Yes, I had the entirety of the complaint dis- 
missed against me. And there was no settlement of the claim, ei- 
ther. I prevailed in court. 

Chairman Shelby. Thank you. 
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Commissioner Campos, I have been particularly interested in the 
ongoing convergence efforts by our international counterparts with 
respect to financial reporting and corporate governance. Senator 
Sarbanes and I have followed this. We have traveled and met with 
a lot of the regulators, as you well know. 

During your tenure at the Commission, you have played a sig- 
nificant role in promoting this process. Would you take a few min- 
utes and highlight some of the important accomplishments and re- 
maining challenges relating to the convergence process? In other 
words, where are we and where do we need to go? What are the 
impediments? 

Mr. Campos. Senator, thank you for bringing that up. It is a very 
important process in that several things are in play here. We be- 
lieve at the Agency that the U.S. markets should welcome outside 
capital when it seeks to come into the U.S. markets, and so, there 
is an ongoing dialogue about how, consistent with protecting inves- 
tors, we can also attract and keep foreign companies coming to the 
United States, enlisting in our markets. 

The convergence process is very interesting in that what I have 
seen in my representation of the Agency is that other jurisdictions 
in Europe and in Asia are coming toward the principles of Sar- 
banes-Oxley, the principles that we use in the United States, and 
the convergence is occurring at a high level. 

What this means is that over time, there will not be the ability 
for companies to essentially play one jurisdiction off the other and 
seek the lowest denominator of regulation, which is not a good 
thing. And so, in other words, there will not be what we call a reg- 
ulatory arbitrage, because the other regulators in the world see the 
importance of having markets that are safe, that protect capital, 
and that the rule of law applies. 

Those jurisdictions that do not protect capital are not going to be 
attracting companies and investments over time, so we have all of 
this working together in the world of globalization to converge 
standards. One of those things that is ongoing right now is the idea 
of the reporting standards being IFRS, International Financial Re- 
porting Standards, which are based on international accounting 
standards. 

Europe will require their companies to use IFRS this next year. 
At some point in the near future, we at the Agency and through 
our chief accountant are interested in reaching the point where it 
will no longer be necessary for those companies that use IFRS to 
reconcile to U.S. GAAP. That will promote transatlantic commerce 
and industry. 

But we want to make very sure that occurs when the conver- 
gence is sufficient, and an investor here in the United States, then, 
could look at a company that is based on U.S. GAAP, whose finan- 
cials are based on U.S. GAAP and look at a company in Europe 
whose financials are based on IFRS and have comparability and 
understand where they want to make their investment. But those 
are the things that are going on in that area. 

Chairman Shelby. Thank you. 

Ms. Nazareth, with the adoption of Regulation NMS and the re- 
cently announced transactions involving the NYSE and Nasdaq, 
our national equity markets are at a crossroads. After the mergers 
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are finalized, there will essentially be two dominant players in the 
equities markets controlling most of the liquidity. 

How do you think the changing regulatory environments and the 
announced transactions would impact investors and broader mar- 
kets? What does it mean for the self-regulatory function here? 

Ms. Nazareth. You raise an excellent question about the self- 
regulatory function. As you know, our current self-regulatory struc- 
ture has been in place almost since the inception of our markets. 

Chairman Shelby. That is right. 

Ms. Nazareth. Indeed, the structure precedes the Securities and 
Exchange Commission itself, and it certainly is an opportune time, 
an important time, to analyze, whether it is the most effective 
structure, particularly in light of the changes that are occurring 
today in our markets. 

And we are at the relatively early stages at the Commission of 
analyzing those issues, and I look forward to considering those 
issues with my fellow Commissioners. The Commission today has 
outstanding two different proposals. One is a proposal to enhance 
the governance and transparency of our SRO operations, and that 
is a pending rule proposal the Commission will need to consider, 
and another is a concept release that raises broader questions 
about self-regulatory structure, and again, it is a ve^ important 
issue for our markets. The integrity of the markets is absolutely 
key, and I look forward to analyzing those issues with others. 

Chairman Shelby. Congressman Cox, in light of the Global Set- 
tlement, mutual fund investigation, and recent investigations into 
accounting and the insurance industry, many people have ques- 
tioned the appropriate role of our State attorneys general in the 
area of securities regulations, in other words, the State role. 

It seems that State attorneys general often initially discover fi- 
nancial wrongdoing. Would you comment on the appropriate role, 
from your perspective, of the State and Federal regulators in secu- 
rities regulation and enforcement? 

Representative Cox. Thank you. Senator. 

Of course, the blue sky regimes of our 50 States antedate the Se- 
curities and Exchange Commission. There is a substantial and vital 
role played by the blue sky laws, the antifraud laws, and the inves- 
tor protection laws of the 50 States, our territories, and jurisdic- 
tions. 

The enforcement and the regulatory regimes of the State and 
Federal jurisdictions should be complementary. One hopes that the 
work is in no way jealous or competitive; that there are no turf 
competitions, but rather, there is a constructive effort to work to- 
gether. In important respects, there are different spheres and re- 
sponsibilities, but in other respects, they are overlapping, so it is 
also important to ensure that there is not a waste of resources or 
doubling up or tripling up on the same thing to the neglect of other 
priorities. 

Chairman Shelby. Okay. 

Senator Sarbanes, do you have any other questions? 

Senator Sarbanes. Yes; thank you very much, Mr. Chairman. 

The SEC has considerable power, both formal and informal, over 
our corporate governance system, and investors depend on that sys- 
tem to make sure that companies are run in the interests of their 
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investors and that the public is given full, fair, accurate disclosure 
about their companies. I want to ask each of you whether investors 
can count on you to maintain the rights investors enjoy today, in- 
cluding the rights to communicate with fellow investors, to bring 
proposals before annual meetings, and to withhold votes from di- 
rectors who are not performing up to their expectations. 

I see you all have rearranged yourself at the table. 

[Laughter.] 

It shows the imprint of 

Chairman Shelby. They are already working together. 

Representative Cox. Senator Sarbanes, I will be pleased to an- 
swer your question first, and of course, the considerable expertise 
of Ms. Nazareth and Mr. Campos is something that I can benefit 
from as well. 

Shareholders are owners, and the rights of owners and the rights 
of investors have to be protected in our system if our markets are 
going to work. 

Senator Sarbanes. I have heard Chairman Shelby say that 
often, that it is the shareholders who own the company. 

Chairman Shelby. I thought the shareholders did own the com- 
pany. 

Senator Sarbanes. They do in fact. 

Chairman Shelby. I think we may get Senator Sarbanes to stip- 
ulate that. 

[Laughter.] 

Representative Cox. Protecting shareholder rights as owners is, 
I think, a derivative way of protecting the liquidity of the markets, 
enhancing the value of share ownership, and so, of course, I would 
strongly support enforcement and protection of all of the rights of 
shareholders that they presently have, and I would also be more 
than willing to look at ways of using, for example, new technology 
to expand the opportunities that shareholders have to learn about 
and benefit from information about and participate in using such 
information about the company. 

Chairman Shelby. Mr. Campos. 

Mr. Campos. Senator, I certainly support protecting the existing 
rights of shareholders, and the SEC, of course, has the Federal 
mandate, the Federal laws, and we have been studying, as you all 
know, the proxy system as to whether the proxies should allow 
shareholders with certain percentages the right to put a minority 
slate on their slates. And we studied that issue very hard and un- 
fortunately did not come to a consensus on it or even a majority 
on it, and it was not brought to a vote. 

And I think it is an area that is going to need fresh looking and 
is important to protect the rights of shareholders. The value of 
stock does depend on it. And I think there are other entities be- 
sides institutional investors, who do most of the lobbying for this, 
who will be interested in this area as well. 

Capital is forming together in pools and funds, and they are in- 
terested in making improvements to performance, also to govern- 
ance. So, I believe we will be looking at these issues quite a bit 
over the next short period of time, and I support maintaining 
those. We have to be careful with the States. Delaware is a jealous 
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regulator, as well they should be, but I think we can do all that 
very well. 

Senator Sarbanes. Ms. Nazareth. 

Ms. Nazareth. I agree. I certainly support protecting the rights 
of shareholders and welcome the opportunity to continue to review 
these issues. We must ensure that we do achieve the proper bal- 
ance between shareholders rights — ensuring that the corporate gov- 
ernance improvements that have been achieved largely through 
Sarbanes-Oxley and other initiatives are effective by virtue of 
shareholders being able to voice their 

Senator Sarbanes. Well, now, I realize it is a complicated issue, 
and the Commission was not able to reach a consensus, but it does 
seem to me the issue of how shareholders can impact on the board 
of directors, particularly if there is a substantial dissident group, 
is an important issue. 

And Congressman Cox, do you think that is an issue worth ex- 
ploring and for the Commission to examine? 

Representative Cox. Yes, indeed. Senator. I am well aware that 
this issue has been under study by the professional staff of the Se- 
curities and Exchange Commission and the subject of deliberations 
by the Commission itself over a period of time and that at least 
thusfar, the Commission has been unable to forward a proposal 
that is acceptable to a majority. 

Nonetheless, these issues are fundamental, and there is no rea- 
son that we cannot constantly improve opportunities that share- 
holders have to participate through better disclosure and I believe 
by taking advantage of technologies which are making the distribu- 
tion of, in and communication among large numbers of people 
much less expensive. 

Senator Sarbanes. I am interested in, as the New York Stock 
Exchange moves toward becoming a for-profit institution, what are 
your respective views on separating the regulatory function from 
the business of the stock market itself, along the lines of the NASD 
and the Nasdaq split? 

Representative Cox. Senator, again, I should begin by deferring 
to the considerable expertise of the two individuals seated at my 
right and left. Ms. Nazareth, in particular, has spent a great deal 
of time and study on this in her current capacity, and Mr. Campos, 
as a Commissioner, has worked very carefully with the rest of the 
Commission to forward new rules by which these issues are going 
to be addressed in the future. 

In the event that we have for profit entities operating markets, 
it is vitally important that the regulation of those markets remain 
arms length. Assuring that that is so is going to be one of the abid- 
ing interests of the Securities and Exchange Commission if you ap- 
prove me as Chairman. 

Senator Sarbanes. Mr. Campos. 

Mr. Campos. Senator, that is a very important issue, and cer- 
tainly, we have not had a great experience in terms of some of the 
enforcement and some of the regulations in our particular markets. 
The proposal right now, as you know, from the NYSE, for one, 
would have a parent company, and they would have some separa- 
tion, but they would ultimately report to that parent company. 
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And I have raised this issue with the NYSE and with our staff 
as to whether we should not have a complete separation. For one 
thing, it would certainly help the optics, and we have a lot to he 
able to do to satisfy the public that regulation is strong, and regu- 
lation will not be influenced by the profit motive and the commer- 
cial motive. 

And I am going to look at that issue as a very serious issue and 
one in which, you know, we need to look at the input from all the 
players to make sure that we get it right. But as a fundamental 
matter, the separation is a question that needs to be answered as 
to why not. 

Ms. Nazareth. I know this is a topic of great interest to you. 
Senator, and it is something that I have spent a lot of time think- 
ing about. Having said that, I am still not quite sure that I have 
the silver bullet on this issue. I think that it is absolutely an ap- 
propriate time to consider whether the current model is the optimal 
model for self regulation, particularly as the markets are moving 
more toward for-profit exchanges and away from the mutual model 
that they previously operated under. 

As you know, in the concept release that the Commission issued, 
there were a number of alternative models that were discussed, 
each of which has benefits and costs associated with them, and I 
do think that we will have to spend a good deal more time ana- 
lyzing the issue to determine what the optimal model would be, 
and if as a Commission we determine that the model should be 
changed, the Commission, may have to come to Congress and ask 
for legislation to effect those changes. 

Senator Sarbanes. Of course, the other model, NASD and 
Nasdaq, is different, but that does raise right off the bat a question 
as the stock exchange moves toward a for-profit mentality, and I 
do think it is an issue that the Commission needs to examine very 
carefully. 

The Chairman is the one who comes to Congress or goes to the 
Executive to try to get the budget for the Agency. And I am inter- 
ested in how you. Congressman Cox, perceive the adequacy of the 
current funding for the SEC, what more you think is needed and 
what, if, as yet, you have any views on this, what needs to be done 
internally to improve recruiting, improve retention, and boost the 
morale of the employees at the SEC, if you have had any chance 
to form some views on that, and I guess they would all be inter- 
ested in hearing 

[Laughter.] 

— how strong a champion you intend to be on budget questions. 

Representative Cox. Senator, I know that this issue is important 
to you, because you and I have discussed it. I have a good deal of 
familiarity with the overall budget picture at the Securities and 
Exchange Commission as a Member of the Congress. What I am 
not prepared, as you might imagine, to do today is to present you 
with a budget request, since I appear before you as a nominee, but 
if confirmed as Chairman, I assure you that I will fight for all of 
the resources that the SEC needs in order to discharge its mission, 
and you have heard me say here today and on other occasions that 
I am enormously impressed with the professional caliber of the 
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men and women who work at the Securities and Exchange Com- 
mission and that I would be very honored to join that team. 

Ensuring that such professionals can be recruited on a con- 
tinuing basis and want to stay at the SEC and make their career 
there is one of the important jobs of the Chairman, and obviously, 
issues such as pay parity play into that. That is not the only rea- 
son, of course, that people are in public service and work at the 
SEC. These are in the main people who are public servants with 
public spirit animating them more than anything else. 

But at the same time, there are very strong competitive pres- 
sures for the Federal Government, as we have recognized when we 
created, in Sarbanes-Oxley, the PCAOB. And so, fighting for both 
the people, the men and women who work at the SEC and the 
overall needs of the Commission in order for it to discharge its en- 
forcement and regulatory responsibilities will be a top priority for 
me as Chairman. 

Senator Sarbanes. Let me just elaborate on the phrase you used, 
pay parity. Pay and benefits parity; and what happened is, of 
course, the SEC first in the pay area and then perhaps even more 
importantly in the benefits area did not have parity with the other 
regulatory agencies. We know they are not going to have parity 
with the private sector given the way our system works, but they 
did not even have it with the other agencies and were losing people 
to the other financial regulatory agencies, and they moved pretty 
well on that. I am not certain yet whether all of the benefit pack- 
age has been worked out on a parity basis, and you would hope 
that the Commission would address that in the near future. 

But we received correspondence from a number of groups raising 
the issue of executive compensation. What changes, if any, do you 
believe are warranted to the current disclosure rules for executive 
pay? 

Representative Cox. Senator, the touchstone of disclosure when 
it comes to executive compensation should be transparency, clarity. 
This has to be understandable to investors. Executive compensa- 
tion is a moving target. There are compensation experts, a lot of 
different ways to track and retain people, just as we were dis- 
cussing in the context of the SEC, and rules have to keep up with 
that. 

More importantly, once there is compliance with the disclosure 
rules, it has to be presented in a format that people can appreciate 
and understand so that if things are out of line, they can do some- 
thing about it. I do believe that market pressures on compensation 
that is out of line can be very effective and powerful, but only if 
that information is there, clearly, understandably presented in the 
first place. 

Senator Sarbanes. I gather that the Chairman asked you a 
question on this subject before I was able to get back to hearing, 
but it has gotten so much press coverage that I think I should ad- 
dress it to you again, and that involves the lawsuit when you were 
in private practice at Latham and Watkins that accused you and 
the firm and two former colleagues of misleading regulators and in- 
vestors with respect to filings at the California Department of Cor- 
porations. This involved the First Pension Corporation back in the 
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mid-1980’s, who I think was a client of your firm. Could you re- 
count for us that situation and how it was resolved? 

Representative Cox. Indeed, Senator, and as I just described a 
moment ago, it was 10 years ago when I had been a Member of 
Congress already for 10 years that I was added as a defendant in 
a large securities class action in State court in California. 

The basis for adding me as a defendant is work that I and the 
law firm did on behalf of a client who, 10 years later, was exposed 
as a criminal. The law firm’s work on behalf of this client and the 
work that I was involved with concerned a single SEC registered 
public offering. That public offering was not the basis for this indi- 
vidual’s indictment, guilty plea, and fraud conviction. 

Furthermore, I did not work at the law firm at the time that the 
one offering that they handled actually took place. I had left a year 
and a half before that. And as a result, the Court dismissed all of 
the claims against me in that lawsuit. 

Senator Sarbanes. We have received a letter from the Council 
of Institutional Investors, which I think each of you have received, 
dated July 21, setting out a number of their concerns, and given 
what has happened on us in terms of these constant interruptions, 
I have touched on some of them. I am not going to be able to touch 
on all of them. 

I want to ask a process question, though, of each of you, and that 
is what is your attitude in terms of engaging in a continuous dia- 
logue or interchange with such organizations as the Council of In- 
stitutional Investors, which, after all, represents well over 100 pub- 
lic, corporate, and union pension funds and, you know, well over 
100 money managers and investment and securities professionals. 

I want to get some sense of how open and accessible and trans- 
parent you think the Chairman and the Members of the Commis- 
sion should be in listening to people and engaging in a dialogue, 
and of course, they are not the only such group or organization that 
exists. 

I will take Mr. Cox and then go to the others. 

Representative Cox. Senator, with respect to stakeholders such 
as the Council of Institutional Investors and many others, I look 
forward to the opportunity to hearing, formally and informally, 
their views, suggestions, opinions, concerns, and comments. It has 
been a little bit unnatural for me, as a Member of Congress, simul- 
taneously a nominee of the President preparing to appear before 
your Committee, to essentially be monklike and out of touch for 
well-known procedural reasons — with people who otherwise I would 
be communicating with routinely, including, I might add, the press. 

I understand the reasons for these rules and these constraints, 
but to the maximum extent possible, both the Chairman and the 
other Commissioners, it seems to me, should operate in the light 
of day as transparently as possible. The Sunshine Act, which ap- 
plies to the Commission, has this purpose in mind. 

At the same time, I want to add that I am well aware of concerns 
that have been raised in the past about inappropriate meetings, 
and as a result, I would take great care to follow, at all times, the 
ethical guidance of the professional staff and the General Counsel 
at the Securities and Exchange Commission concerning with whom 
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and under what circumstances it is possible for the Chairman to 
meet. 

Senator Sarbanes. Mr. Campos. 

Mr. Campos. Senator, I agree with you that Commissioners 
should make themselves available I believe to as wide a group of 
interests as possible. With the CII in particular, I recently met 
with Anne Yerger, and, you know, before her, Sara Teslik, who 
used to lead that particular organization, and I make it a point to, 
if they have not come to see me, I generally call them: The SI A, 
the STA, and the various industry groups. I want to know their 
issues and what it is they are lobbying the Agency for, and I think 
that is appropriate. 

Obviously, there are things ethically, investigations, ongoing 
things that are verboten, but we have procedures to make sure that 
we keep everybody out of trouble, and in those areas, usually, our 
counsel attends. And in listening to the issues, we learn what the 
industry is worried about, what investors are worried about, and 
how our rules may be made better, and that is important to do. 

Ms. Nazareth. I think the Commissioners and the Commission 
staff has had a long history of an open door policy with interested 
groups, and I think that the input that we receive is invaluable in 
being able to do our jobs effectively. So, I would certainly be in 
favor of continuing that process. 

Senator Sarbanes. Mr. Cox, I wanted to see how you square 
your statement today about being an investor’s advocate and the 
importance of that in terms of the Chairman of the Commission 
with all of these comments that greeted your nomination, sug- 
gesting just the contrary, and I have, you know, pages of them 
here. I mean, everyone knew what you thought, I guess, or seemed 
to think they knew, seemed to think what you thought and wasted 
no time in placing on your nomination a certain interpretation that 
there was going to be a marked diminution in regulation; the pen- 
dulum is swinging back, quotes the U.S. Chamber of Commerce 
Chair. I will not state her name just for the sake of gentleness here 
and similar quotes of that sort. 

Now, were they all anticipating something we need to know? Are 
they reading the tea leaves improperly? Or I go back to the admo- 
nition, you know, that the Commission from the beginning has had 
its charge to be the investors’ advocate, so how do we reconcile 
those two things? 

Representative Cox. Senator, I appreciate the opportunity not 
only to answer this question but actually to speak to some of these 
things. 

Senator Sarbanes. Even had some of your colleagues in the 
House who figured out everything you were going to do. I noticed 
that. 

Representative Cox. I actually appreciate the support of so many 
of my colleagues in the House, in particular the Ranking Members 
on the Committees that I have chaired and chaired as recently as 
yesterday and the support that they have offered to this nomina- 
tion. I think at least to that extent, there is not much question that 
I will bring not only a bipartisan spirit but I also hope a non- 
partisan spirit to this enterprise. 
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I think that the reason that there has been so much surmise is 
that, unlike Ms. Nazareth and unlike Mr. Campos, I have not been 
on the Commission or working in the securities industry, and so, 
there is a lot of inference and extrapolation and interpolation on 
the basis of things that might or might not even be relevant in my 
view. 

There has been, I think, stated opposition by some groups to leg- 
islation that I was a moving force behind in 1995, and I view that 
legislation today, as I did then, and as Senator Stevens described 
it in his introduction of me, as a vital part of an overall regime of 
shareholder protection. It is just as important to protect share- 
holders from shakedowns by extortionate lawsuits as it is to protect 
them from other kinds of fraud. But there are different views about 
that, as you know. 

At the same time, I think that some people’s guesses of what I 
might do as Chairman which I have read in the newspaper are just 
wrong, particularly to the extent that they have a view that some- 
how I would be in any way lax when it comes to enforcement or 
that I would in any way not pursue appropriate regulation, because 
I have a deregulatory mentality or that I am for free enterprise to 
such a degree that I would want to miss an opportunity to use the 
tools that Congress has provided to the SEC to accomplish the mis- 
sion of building integrity and confidence in the markets. 

Those will be my aims, and I look forward to that opportunity 
should you grant it to me. 

Senator Sarbanes. In comments on the House floor, when the 
House dealt with the conference report on the Sarbanes-Oxley Act, 
you stated, “As we raise the legal standard here today, we should 
bear in mind our obligations to do still more to raise ethical stand- 
ards so that the best and the brightest will continue to want to join 
the accounting profession so that our most experienced citizens pos- 
sessed of good just are willing to undertake the significant over- 
sight responsibilities on corporate boards of directors.” 

Bill Donaldson, in his speech at the National Press Club, spoke 
about the necessity for corporate management, as he put it, to just 
do the right thing and that this message would then be passed 
right down the line to all of the people who work for the company. 
He says it needs to be put right into the DNA of the company. And 
I was struck by your reference in that comment about the obliga- 
tion to raise ethical standards, because that, of course, goes beyond 
legal standards. Legal standards do not usually catch up to the eth- 
ical standards. 

How important a part do you see that, if you were to be con- 
firmed as Chairman of the Commission in terms of carrying out 
your responsibilities? 

Representative Cox. A big part. Senator. I was impressed with, 
and in strong agreement with, remarks made earlier by Mr. 
Campos. 

It is true that no amount of regulation will stop all fraud. I 
mean, people that are intent on lying and cheating their fellow citi- 
zens will presumably still find reason to undertake it from time to 
time, but there is a great deal, first, through the formal regulation 
of the SEC that the Government can do to deter and certainly to 
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punish this kind of behavior and thus to increase investor con- 
fidence in the markets. 

But it is also possible for public figures to constantly talk about 
the importance of ethics and solid values, treating employees, cus- 
tomers, and all other stakeholders properly. That is the American 
way. And so, the Securities and Exchange Commission has that 
leadership role to play as well. 

I think that business schools have found this to be the case, and 
they are trying to put it into the early training now of potential 
managers and companies and managers in the financial services 
industry, and certainly, this is not something that the Government 
should abjure; rather, this should be our bread and butter. We con- 
stantly talk about this. Both are necessary. Both the law, the regu- 
lation, the enforcement, and the constant appeal to what is right 
and what is good so that we do not have more Enrons. 

And with regard to Enron, I saw in hearings in the Financial 
Services Committee and in the Energy and Commerce Committee, 
that there were constantly areas where people would punctiliously 
follow a rule and claim to have gotten away with something, but 
they were missing the big picture, which is that it was wrong. 

And so. Senator, I could not agree more strongly with the 
premise behind your question. 

Senator Sarbanes. Good. Thank you very much. 

Thank you, Mr. Chairman. 

Chairman Shelby. I want to thank all of you for your appear- 
ance here today, and I apologize again for something we could not 
stop, and that is the interruption of the hearing. We will have a 
Committee hearing Thursday. I am sure we will have a quorum 
then. We will try to move all three of you out, and hopefully, we 
can get you to work as soon as possible. Thank you for your ap- 
pearance. 

The hearing is in recess until 2:30. 

[Whereupon, at 1:42 p.m., the hearing stood in recess until 2:31 
p.m.] 

Chairman Shelby. The hearing will come to order. 

This afternoon, the Committee is considering the nominees for 
three very important positions at the bank and thrift regulatory 
agencies. The nominees are John Dugan, to be Comptroller of the 
Currency; John Reich, to be Director of the Office of Thrift Super- 
vision; and Martin Gruenberg to be a Member and Vice Chairman 
of the Federal Deposit Insurance Corporation. 

The Comptroller of the Currency, the Director of the Office of 
Thrift Supervision and the Vice Chairman of the Federal Deposit 
Insurance Corporation all play very important roles in overseeing 
the safe and sound operation of our banking system and ensuring 
that the institutions within their jurisdiction maintain compliance 
with money laundering, consumer protection, and a whole host of 
other important laws. Each of these individuals will also have an 
important role to play in protecting the integrity of the Bank Insur- 
ance Fund and the Savings Association Insurance Fund. 

Additionally, these positions are responsible for a diverse group 
of institutions which have a broad range and size and all of whom 
operate in a global marketplace where the pace of change grows 
faster everyday. 
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In light of these considerable challenges, I commend the Presi- 
dent for nominating these three highly qualified individuals for 
these positions. Each has a longstanding record of distinguished 
service in the financial services sector. Each, I might also add, 
served in staff positions in one form or another right here in the 
Senate. Mr. Dugan and Mr. Gruenberg worked directly for this 
Committee. Mr. Reich worked for Senator Mack, a very important 
former Member of this Committee. 

I would also like to take a moment to specifically recognize the 
contributions of Marty Gruenberg. Marty has worked here for my 
colleague. Senator Sarbanes, for nearly 20 years. He has been part 
of the consideration of every major piece of legislation that has 
come before the Committee during my tenure in the Senate. His 
loyalty, dedication, and able service are to be commended. And 
Marty, I offer you all my best regards and hope to move your nomi- 
nation along with the others as soon as possible. 

I look forward to hearing from the witnesses, and do any of you 
have some family you would like to recognize at this time? Do you 
want to start with you, Marty? 

Mr. Gruenberg. Thank you, Mr. Chairman. My wife, Donna, is 
here, and my son, Paul. 

Chairman Shelby. Okay. 

Mr. Gruenberg. And also, my cousin, Matthew Gruenberg, and 
my cousin, Arnold Schwarzbard, and his wife, Marilinda. 

Chairman Shelby. Mr. Dugan, do you have any members that 
you want to recognize? 

Mr. Dugan. I sure do. My wife, Beth, is here, and my son. Jack, 
and my mother, Frances Dugan, who, by the way, is a 55-year resi- 
dent of the State of Maryland. I know Senator Sarbanes is not 
here, but I wanted to make sure 

[Laughter.] 

— I got that in. My brother, Chris, is here, and my cousin, John 
Michael, is here as well. 

Chairman Shelby. Great. 

Mr. Reich. 

Mr. Reich. My family is watching on the Internet from a cabin 
in the Smoky Mountains. 

Chairman Shelby. Pretty smart. 

[Laughter.] 

Mr. Reich. On vacation this week. 

Chairman Shelby. When are you going to join them? 

Mr. Reich. I will be rejoining them this evening. 

Chairman Shelby. Rejoining them. That is good. 

At this time, would all of you stand and raise your right hand 
and be sworn? 

[Witnesses sworn.] 

Chairman Shelby. Marty, we will start with you. Your written 
testimony, all of yours, will be made a part of the hearing record, 
and if you will sum up briefly what you want to say, we will try 
to move the Committee. 
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STATEMENT OF MARTIN J. GRUENBERG 
MEMBER AND VICE CHAIRMAN-DESIGNATE 
FEDERAL DEPOSIT INSURANCE CORPORATION 

Mr. Gruenberg. Thank you, Mr. Chairman. 

Chairman Shelby, Ranking Member Sarbanes, and Members of 
the Committee, it is my great honor to appear before the Com- 
mittee today as the nominee to be a Member and Vice Chairman 
of the Board of Directors of the Federal Deposit Insurance Corpora- 
tion. 

I would like to begin by thanking President Bush for nominating 
me and Senate Democratic Leader Harry Reid for recommending 
me for this position. I would also like to thank Chairman Shelby 
for scheduling this hearing so expeditiously, and Senator Sarbanes 
for his guidance and unfailing support. I would also like to thank 
the staff of the Banking Committee for their friendship and for the 
very high professional standard they set under the exceptional 
leadership of the Committee Staff Director, Kathy Casey and the 
Democratic Staff Director, Steve Harris. 

I have been a member of the staff of the Senate Committee on 
Banking, Housing, and Urban Affairs since 1987. I have served as 
both Staff Director of the Subcommittee on International Finance 
and Monetary Policy and Senior Democratic Counsel. In those ca- 
pacities, as Chairman Shelby pointed out, I have had the oppor- 
tunity to work on all of the major financial services legislation en- 
acted by the Banking Committee during that period. In the course 
of working on those pieces of legislation, I have had the chance to 
interact with the leadership and staff of the Federal financial serv- 
ices regulatory agencies, administrations of both political parties, 
the financial services industry groups, and the consumer and com- 
munity advocacy organizations. That experience has given me a 
valuable perspective on the safety and soundness, national secu- 
rity, and consumer protection issues confronting the FDIC. It has 
also given me a familiarity with the FDIC as an institution, an ap- 
preciation of its relationship with the other financial services regu- 
lators, and an understanding of the industry and consumer groups 
with which it works. I believe I would come well prepared to make 
a constructive contribution to the work of the FDIC. 

The FDIC was established by Congress in 1933 in response to 
the banking crisis brought on by the Depression. The purpose was 
to restore confidence in the banking system and provide protection 
to depositors. 

The FDIC has been remarkably effective in maintaining public 
confidence in our banking system, even during difficult economic 
times. As one who worked on the staff of the Banking Committee 
during the savings and loan crisis in the 1980’s, I am acutely 
aware of the critical role the FDIC plays in preserving the safety 
and soundness of our banking system, and of the enormous costs 
that can be imposed on taxpayers and our economy when unsafe 
and unsound practices take place. Protection of depositors and the 
preservation of the safety and soundness of our banking system is 
clearly the central mission for which the FDIC was created. 

I was also working on the staff of the Banking Committee on 
September 11, 2001, and during the following weeks when this 
Committee drafted and enacted the antimoney laundering title of 
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the USA PATRIOT Act. It is clear that Federal financial regulators 
today have a responsibility not envisioned when our Federal regu- 
latory agencies were created — to prevent the use of our financial 
system to finance acts of terror. It is a responsibility equal to or 
even exceeding the responsibility to preserve the safety and sound- 
ness of our financial system, and one to which I will give my full 
attention if confirmed by the Senate. 

Finally, I come from an immigrant family. My parents came to 
the United States in 1951 after having survived the Holocaust in 
Europe. I keenly appreciate the economic opportunities this country 
makes possible for its citizens, as well as the challenge to taking 
advantage of those opportunities for those who are outside of the 
financial mainstream. Several studies have indicated that as many 
as 10 million American families do not have an account with a fed- 
erally insured financial institution. The FDIC, as well as the other 
Federal bank regulatory agencies, have an important role to play 
in expanding access to the financial mainstream to all Americans, 
and ensuring that all Americans are treated fairly in our increas- 
ingly complex financial system. That is another area to which I 
would hope to devote attention if confirmed by the Senate. 

Mr. Chairman, let me conclude by thanking you and Senator 
Sarbanes again for the privilege of working on the extraordinary 
staff of this Committee, where I have spent most of my professional 
life. It has been a remarkably satisfying and rewarding experience. 
I believe that it has prepared me well to carry out the responsibil- 
ities of FDIC Board Member and Vice Chairman if confirmed by 
the Senate. 

Thank you, and I look forward to answering any questions. 

Chairman Shelby. Thank you. Mr. Dugan. 

STATEMENT OF JOHN C. DUGAN 
COMPTROLLER-DESIGNATE 
OFFICE OF THE COMPTROLLER OF THE CURRENCY 

Mr. Dugan. Mr. Chairman, Senator Sarbanes, Senator Crapo, 
and Members of the Committee, thank you for the opportunity to 
appear before you today. I am honored that President Bush has 
nominated me to serve as Comptroller of the Currency, and I am 
grateful to Treasury Secretary Snow for his confidence and support. 
As a former staff member, I am especially proud to be here before 
this Committee and in this room. I have spent many hours here 
with able colleagues and good friends on some of the most impor- 
tant issues confronting the banking industry over the last 20 years. 

I have already mentioned my family. I did want to add that my 
daughter is out of town. She would be very unhappy if I did not 
mention her today. She is at camp, but she is with me in spirit. 

Chairman Shelby. Maybe she is watching on TV. 

Mr. Dugan. That is exactly right. 

Chairman Shelby. You might want to call her name. 

[Laughter.] 

Mr. Dugan. Claire. 

[Laughter.] 

The Comptroller of the Currency supervises about 1,900 national 
banks and about 50 Federal branches and agencies of foreign banks 
in the United States, comprising more than half of the assets of the 
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commercial banking system. The Comptroller also serves as a Di- 
rector of the Federal Deposit Insurance Corporation, the Federal 
Financial Institutions Examination Council, the Basel Committee 
on Banking Supervision, and the Neighborhood Reinvestment Cor- 
poration. In these roles, the Comptroller addresses a broad range 
of issues that are fundamentally important to the banking system, 
and, if confirmed for this post, I would look forward to working on 
them with this Committee and with Congress as a whole. 

For the last 20 years, my career in both the Government and pri- 
vate practice has focused primarily on banking issues. As Minority 
General Counsel for this Committee during the late 1980’s, which 
was a very active period, as you remember, I worked extensively 
on legislative and regulatory proposals involving bank powers, 
bank failures, safety and soundness supervision, and consumer pro- 
tection, among many others. As Assistant Secretary and Deputy 
Assistant Secretary of Treasury during the Administration of the 
first President Bush, that work expanded into financial moderniza- 
tion, interstate banking and branching, deposit insurance reform, 
regulatory burden relief, oversight of OCC regulations and legisla- 
tive proposals, and many other related issues. During my 12 years 
of private law practice at Covington and Burling, I have continued 
to work and advise on a wide range of banking matters, including 
the Gramm-Leach-Bliley Act, financial privacy and amendments to 
the Fair Credit Reporting Act, financial derivatives regulation, en- 
forcement matters, and national bank powers generally. 

At many points in my career, I have worked closely with many 
of the officials and staff of the OCC. I believe that I have developed 
a strong understanding of the key challenges that confront the 
Agency. I have also had frequent contact with officials and staff at 
the Federal Reserve, the Federal Deposit Insurance Corporation, 
the Office of Thrift Supervision, the Securities and Exchange Com- 
mission, the Treasury Department, the National Economic Council, 
and the Office of Management and Budget. These are virtually all 
the Executive Branch agencies that have a significant impact on 
regulatory and policy issues affecting banks. Given our unique, 
some would say peculiar, banking system with its many overlap- 
ping functions, I believe the Comptroller must have a fundamental 
understanding of how different regulators approach their jobs and 
work best together, and I believe my experience has helped provide 
that understanding. 

In sum, I believe that my experience and education are a strong 
foundation for this position. If confirmed by the Senate, I would be 
honored to serve as the 29th Comptroller of the Currency. I would 
be pleased to answer any questions you may have. 

Chairman Shelby. Thank you. 

Mr. Reich. 


STATEMENT OF JOHN M. REICH 
DIRECTOR-DESIGNATE, OFFICE OF THRIFT SUPERVISION 

Mr. Reich. Thank you very much, Mr. Chairman. I want to 
thank you for scheduling this hearing. I know that time is limited 
before the August recess. Chairman Shelby, Ranking Member Sar- 
banes, Senator Crapo, I am honored by the President’s nomination 
and the support of the Secretary of the Treasury to be the Director 
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of the Office of Thrift Supervision. I am privileged to he sitting at 
this table with these gentlemen. 

In the almost four and a half years that I have served as a mem- 
ber of the FDIC Board of Directors, we have witnessed significant 
change in the economy and the banking industry. In fact, Mr. 
Chairman and Senator Sarbanes, you may recall that I was about 
to testify at this very table on September 11, 2001, on the failure 
of Superior Bank when the events of that day stopped the hearing 
and triggered a number of challenges and changes to our country’s 
financial system that no one could have foreseen. 

My nearly 25 years of experience as a community banker before 
I came to Washington to work with my good friend, former Senator 
Connie Mack, have given me a perspective that recognizes the vital 
role banks and thrifts, and their customers play in the economic 
success of their communities. Before my life in Washington, I was 
active for many years in a variety of community service organiza- 
tions, and the effect of all of these private, nonprofit and public 
service experiences causes me to evaluate issues in a manner that 
balances the issues of financial institutions, consumers, and our 
economy. 

Under the leadership of Chairman Donald Powell, the FDIC has 
been, and is, at the forefront of many of the issues facing the finan- 
cial industry today. We have brought together leading thinkers on 
such key issues as corporate transparency, financial institutions 
disclosure, and risk management and, of course, our work on de- 
posit insurance reform. We have launched a major financial lit- 
eracy effort called Money Smart, with the stated goal of estab- 
lishing partnerships with 1,000 organizations and institutions, in 
all 50 States, to distribute 100,000 copies of Money Smart in three 
languages and expose a million consumers to our financial literacy 
program over the next few years. 

In addition, I have been privileged to lead a major interagency 
effort to reduce unnecessary regulatory burden and to tap the tre- 
mendous potential of technology to streamline bank supervision, 
while not sacrificing our primary goals of ensuring safety and 
soundness and consumer compliance with the banking system. 

While the FDIC has been aggressively moving forward on these 
developing issues, we have not neglected our primary mission of 
protecting depositors in the event of bank failures. In fact, I believe 
that the lessons that I learned in the failure of a large savings 
bank provide me with a unique credential to serve as the Director 
of the Office of Thrift Supervision. 

Following the resignation of former FDIC Chairman Donna 
Tanoue in July 2001, I was serving as the Acting Chairman of the 
FDIC when Superior Bank, FSB, failed on July 27, 2001. It was 
not just the size of the failure, more than $2 billion in assets, that 
was instructive. As this Committee knows from its oversight, this 
failure raised a number of issues, ranging from subprime lending, 
residuals and accounting opinions, to regulator cooperation and ac- 
cess, and management liability which challenged the leadership 
and staff of the FDIC to modify established methods of handling 
bank failures and to create some innovative new approaches. 

This experience, along with other experiences gained during the 
nearly 4 and a half years that I have served on the board, 3 years 
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as Vice Chairman, combined with my duties chairing all of the 
standing committees of the FDIC Board should help to enable me 
to effectively serve as the Director of the OTS. 

Mr. Chairman, as the primary Federal regulator of all savings 
associations and savings and loan holding companies, the OTS 
oversees a vital segment of the American economy. As of mid-May 
2005, there were 886 savings associations with approximately $1.4 
trillion in assets. As of the end of 2004, there were 492 savings and 
loan holding company structures with consolidated assets of ap- 
proximately $6.9 trillion. Savings associations originated over $600 
billion in single-family mortgages last year, or approximately one 
out of every four mortgages made in the United States. The indus- 
try serviced $1.3 trillion in loans for others. Savings associations 
operate over 9,000 branches throughout the United States and em- 
ployed 217,000 people as of the end of 2004. 

Mr. Chairman, if I am confirmed, my main goals as Director of 
OTS would be to assure the continued safety and soundness of the 
industry, faithful adherence to consumer protection laws and the 
most efficient operation of OTS as an organization. 

I am honored that the President nominated me to this important 
position. I look forward to the challenges that lie ahead. I look for- 
ward to working with this Committee, and I wish to thank you 
again for holding the hearing. 

I will be happy to address any questions. 

Chairman Shelby. Thank you. 

Senator Sarbanes. 

Senator Sarbanes. Thank you very much, Mr. Chairman. 

I am pleased to welcome our three nominees before us this after- 
noon. They are all well known to the Committee, either having 
served on the Committee staff or on the staff of the Committee. All 
are extremely well qualified for the positions for which they are 
being considered. 

John Dugan was, of course, the Republican Counsel and then 
General Counsel of the Banking Committee and served with great 
distinction, including the period when we were addressing, among 
other issues, the savings and loan crisis. Subsequently, he went to 
the Treasury, where he served first as Deputy Assistant Secretary 
for Financial Institutions Policy and later Assistant Secretary for 
Domestic Finance at the Treasury. And since leaving Treasury, he 
has had a very distinguished career at Covington & Burling, where 
he is currently a partner. He has appeared here many times before 
the Committee in his public capacity representing the Treasury 
and in his private capacity representing a variety of clients. 

John Reich worked in the Senate for over 10 years, from 1989 
to 2000. Four of those years, he was Chief of Staff to Senator 
Connie Mack, a very distinguished Member of this Committee. He 
came to this work from 23 years in the banking industry, including 
President and Chief Executive Officer of the National Bank of 
Sarasota, and since January of 2001, Mr. Reich has served as Vice 
Chairman of the Board of Directors of the Federal Deposit Insur- 
ance Corporation. 

Marty Gruenberg, who has been nominated to serve as a member 
and Vice Chairman of the Federal Deposit Insurance Corporation, 
has been a member of the Committee’s staff since 1987, after work- 
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ing for several years on banking issues in the House. I must say, 
Mr. Chairman, it is an odd feeling to see him at the witness table 
there when we have worked so closely together for nearly two dec- 
ades. I am accustomed to turning around and getting his counsel. 

Marty has been involved in virtually every issue that the Com- 
mittee has dealt with in those years. Indeed, he has played a major 
role in every banking bill that has been enacted into law since 
1987, and I could go through the list, but for the sake of time, I 
will ask that they be included in the record, but every major bill 
on banking that has come out of this Committee, he has been part 
of that process. 

His experience and expertise are hardly limited to matters in- 
volving financial services. His work is equally impressive in other 
areas of the Committee’s jurisdiction, notably monetary policy, ex- 
port, and foreign trade promotion, export controls and defense pro- 
duction. 

It is not only his background and experience that make Marty 
Gruenberg so well qualified to serve at the FDIC. On the strength 
of having worked closely with him for nearly 20 years, I personally 
know him to be superbly qualified by virtue of his intellectual ca- 
pacity, and his personal integrity and character. Of course, we 
shall all miss him greatly, but I know Marty to be a dedicated pub- 
lic servant who, in his new position, will work to the same high 
standards that he has always brought to his responsibilities at the 
Committee. 

Mr. Chairman, I very much appreciate your holding this hearing, 
and I hope we can move these nominees expeditiously. 

Chairman Shelby. Senator Crapo, do you have an opening state- 
ment? 


STATEMENT OF SENATOR MIKE CRAPO 

Senator Crapo. No, I just have a question or two when we have 
a chance. 

Chairman Shelby. Senator Dodd, do you have an opening state- 
ment? 

Senator Dodd. Well, very briefly; I do not have a prepared state- 
ment, Mr. Chairman, but let me first of all congratulate our three 
nominees. John Dugan, of course, we have known for many, many 
years here; worked together on this Committee a long time, so we 
congratulate you, John, on your nomination. 

Mr. Dugan. Thank you. Senator. 

Senator Dodd. And Marty, this is a bittersweet moment for those 
of us who have worked with you up here for so long. I was teasing 
this morning and turning around to our friends right behind Sen- 
ator Sarbanes, and I said where is Marty this morning? He should 
be here to help us with these questions. And they said you are out 
preparing for your grueling grilling this afternoon, not that I expect 
a grilling. 

And on a personal note, I just got off the phone with my wife on 
the phone, and Jackie worked with Marty for almost 20 years on 
this Committee and other matters as well and wanted me to 
express 

Chairman Shelby. And she worked on this side of the aisle. 

Senator Dodd. She did. She worked on that side of the aisle. 
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[Laughter.] 

Converts make the best Catholics. 

[Laughter.] 

Not that she has converted yet. We are working on it. But Marty, 
she wishes you well, and I do, as well. We are going to miss you 
terribly up here, and we wish you the same kind of success that 
John has had, going off and doing good things. And so, we thank 
you. Thank you for accepting this position. I have great confidence 
you are going to bring great expertise, stability, and dignity to the 
FDIC as well and John at the Comptroller of the Currency. Mr. 
Reich, we wish you our best wishes, too, in all of this. 

So congratulations to you. We look forward to working with you 
for many years to come as well, but we will miss you up here. You 
have done a great job for this Committee. You have served all of 
us tremendously well, and this Committee’s success over the years 
is a tribute not only to the Chairman and the Ranking Member but 
also to the people who sit behind us up here, who help us prepare 
every single day. You do not get to make the statements; your 
names do not necessarily appear in the press, but to the extent we 
are successful up here in getting the job done, on most occasions, 
I think all of us would say it is because of the quality of the people 
who sit behind us. 

And Marty, you have been behind us for years up here, and to 
the extent that we have done good things, in no small measure, it 
has been because of your contribution. So thank you immensely for 
that. 

Mr. Gruenberg. Thank you. Senator. 

Chairman Shelby. I think we would all associate ourselves with 
the remarks of Senator Dodd in that — regarding the staff and what 
you contribute. 

Mr. Dugan, the OCC’s Quality Management Division has finally 
released its long awaited review of the Office of the Comptroller of 
the Currency’s Bank Secrecy Act and the antimoney laundering su- 
pervision that went with it. The review is highly critical of OCC’s 
performance, a conclusion that came as no surprise to a lot of us 
here familiar with the Riggs and the Arab Bank cases. 

I know you are not over there yet, but outline for the Committee 
briefly the concrete steps that you would intend to make to rectify 
the shortcomings at OCC’s supervision of the Bank Secrecy Act. We 
think that is very important. 

Mr. Dugan. That is very important, Mr. Chairman. I do not 
think you can look at the history of what has happened here with- 
out acknowledging, as the Agency has, that there have been real 
lapses in the Bank Secrecy Act area. As you have said, I have not 
had the benefit of access to the information that is nonpublic. Of 
course, I have been dutifully reading up on all the public informa- 
tion. And so, I think the first task is to determine what the situa- 
tion is. 

I was both concerned and somewhat encouraged by the report 
that came out last week. It was quite critical. But at the same 
time, it did acknowledge that there had been improvements made 
and that the Agency was at least moving in the right direction. The 
report laid out a number of concrete steps to continue in the right 
direction, particularly in the area of large bank supervision, which 
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seemed to require the most attention. Those are the areas that I 
most certainly will focus on. 

I want to emphasize that I think this is a quite difficult area be- 
cause like some of the other problems that this Committee has 
dealt with, it is easy to go too far and to do things that have coun- 
terproductive consequences. We have seen some of those issues in 
the case of money transmitters and of defensive suspicious activity 
report filings. It reminds me a little bit of the credit crunch issue 
that we dealt with many years ago where there were quite lax 
lending standards at one point, and then standards were tightened 
to the point where people were very much worried about whether 
banks were performing their job. Striking that right balance of 
cleaning up and improving Bank Secrecy Act supervision but doing 
it in a way that calibrates the measures taken, I think, is quite im- 
portant. That will be my number one priority. 

Chairman Shelby. Mr. Dugan, as troubling as the Riggs case is 
to those of us on the Committee concerned about money laundering 
and terror financing issues, the Arab Bank case seems to be more 
troubling. At least with Riggs, there was a histo^ of admonish- 
ments with respect to that institution’s repeated failures to comply 
with the Bank Secrecy Act. 

But in the case of the New York branch of the Arab Bank, we 
do not even have that. We have an institution that had repeatedly 
received the highest grades, only to precipitously become the recipi- 
ent of a consent order that effectively shut it down. Equally trou- 
bling is the fact that most of what became known about Arab 
Bank’s New York branch was due to civil suits against the bank 
and the publication on the Internet of documents seized by the 
Israeli Army when it raided West Bank branches of the bank, not 
by the supervisor’s regulators. 

I understand none of this happened on your watch, and I would 
not expect it to happen on your watch, you know? But I further un- 
derstand that this remains a pending enforcement matter that is 
also under criminal investigation by the Justice Department. Could 
you provide the Committee, if you could, your assessment of the se- 
verity of the Arab Bank case and assure us that a meaningful re- 
view of that case will occur on your watch if you are confirmed, 
which you will be? And what are the implications of this case for 
one of the largest banks in the Arab world? How important is this? 

Mr. Dugan. Mr. Chairman, I would like to, but I am not sure I 
can answer the first part of your question because 

Chairman Shelby. No, no, you cannot get into everything. 

Mr. Dugan. There is quite a lot of confidential information in 
this ongoing matter. 

Chairman Shelby. We understand that. 

Mr. Dugan. I only have what is in the public record. 

I can commit, however, to the second part of your question, to as- 
sess the situation to learn why it occurred, and to try to figure out 
the best way possible to correct it so it does not happen again. 

Chairman Shelby. Mr. Dugan, there are a number of recent sto- 
ries in the press concerning the OCC’s supervision of Wells Fargo. 
And for the record, I want to state again, you have not been in the 
OCC yet. 

Mr. Dugan. Right. 
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Chairman Shelby. A number of disturbing accusations have 
been levied against the OCC, including preferential treatment of 
big bank CEO’s, slow follow up on cited bank program weaknesses, 
even the loss of the examiner’s in charge computer. 

Very rarely is the public privy to a national banking regulator’s 
recommendations on the selection of an enforcement action against 
a bank with antimoney laundering and Bank Secrecy Act defi- 
ciencies. Two sets of questions come to my mind: What lessons can 
you take away or would you take away from this disclosure of the 
Comptroller’s regulatory review process, and of that process itself, 
does anything need to be changed, in your opinion, or would you 
wait until you get over there and see what is really going on? 

Mr. Dugan. Mr. Chairman, really, the latter. The enforcement 
process is always one that invovles discretion. I do not know the 
facts in this instance. There is an ongoing investigation by the IG. 
I would like to be in a position to tell you more. I certainly will 
follow up and assess this very carefully. 

Chairman Shelby. We believe you will. 

Mr. Dugan. But, at this point, I just do not know enough to com- 
ment on it. 

Chairman Shelby. Senator Sarbanes. 

Senator Sarbanes. Thank you very much, Mr. Chairman. 

Mr. Reich, I wanted to ask a couple of questions. The total assets 
in the thrift industry at the end of March of this year stood at $1.3 
trillion. It is my understanding that the largest thrift has over 
$300 billion in assets. And the OTS is funded by assessments on 
the thrifts it regulates. Some have raised the question of the ability 
of the regulator that is so dependent upon one institution’s assess- 
ments to be completely objective in carrying out its responsibilities. 
What is your take on that? 

Mr. Reich. For one, I have every intention of being objective. 
Senator Sarbanes, but I am very concerned about the point that 
you raise. I think there is every reason to be concerned about the 
method of funding, in my opinion, for both the OCC and the Office 
of Thrift Supervision. I think it is a subject that needs attention, 
needs to be addressed, and a resolution found for a different meth- 
od of funding. 

I have been willing, as a member of the Board of the FDIC, to 
engage in conversation about creative funding possibilities, and I 
look forward to the possibility of engaging in that dialogue with my 
colleagues on the Board of the FDIC and the other Federal regu- 
lators. 

Senator Sarbanes. The prior Director of the OTS embarked on 
a reduction in force to significantly reduce the number of personnel 
in the field offices of the OTS. There is considerable concern be- 
cause a very large percentage of the OTS examination staff is ap- 
proaching retirement age in the next few years. Furthermore, since 
its creation over 15 years ago, the OTS has been consistently re- 
ducing the number of its employees and has taken several internal 
administrative reorganizations. This has placed significant stress 
on the OTS staff who have remained, as each employee has taken 
on more areas of responsibility and faces an uncertain future in the 
organization. 
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Of course, many of these employees have a significant amount of 
expertise and institutional history important to the mission of the 
Agency. What is your view on these questions of staff morale at the 
OTS, and how do we get more stability at the Agency? 

Mr. Reich. I think what the OTS has gone through over the last 
few years is not unlike what the FDIC has also experienced. Ten 
years ago, the FDIC was the primary supervisor of almost 9,000 
State-chartered banks. Today, the FDIC is the primary supervisor 
of about 5,000 State-chartered banks. And, over the years, as that 
reduction in the number of institutions that they supervise has 
taken place, it has, I think, caused the members of the Board of 
the FDIC to feel a fiduciary responsibility to be financially respon- 
sible in managing our resources, and as the industry has 
downsized, both the FDIC and the Office of Thrift Supervision have 
downsized along with it. I am concerned about staff morale in any 
organization, and I will do the best I can to address the issues 
which staff is concerned about. 

Senator Sarbanes. I hope you well. I think you have a staff prob- 
lem over there, and I am encouraged by your indication of your in- 
tention to address it. 

Mr. Dugan, I want to ask you about preemption. We talked about 
it when we met. The OCC’s action in preempting the application 
of State laws to national banks and their State-chartered operating 
subsidiaries as well has drawn a tremendous amount of criticism. 
The National Governors Association, all 50 State attorneys general, 
the National Conference of State Bank Supervisors, and there is a 
perception that we are fundamentally altering the Federal-State 
enforcement relationship. 

And it is a departure from where we were before. I mean, there 
was some tension on occasion, but essentially, a relationship had 
been worked out, and State governments were able to, you know, 
seek to protect their citizens from abusive lending practices and 
other areas of consumer protection. Many of us here feel that it is 
really contrary to previous governing practice. 

In the Riegel-Neal Act, we stated that host State laws regarding 
community reinvestment, consumer protection, and fair lending 
apply to national banks unless those laws discriminate against the 
national bank or are preempted, and we are quite concerned about 
what appears to be a wholesale carve-out from State law for na- 
tional banks and for their operating subsidiaries. What is your 
view on this question? 

Mr. Dugan. Senator, as we discussed in your office, I do not per- 
sonally believe it is a wholesale departure. I know that the OCC 
has received a great deal of criticism, in part because many of the 
practices that had been going on were codified in a very visible reg- 
ulation. 

But to me, the issue gets down to this: What did Congress intend 
when it established a national banking system with a Federal char- 
ter subject to a uniform set of laws? If you look at the cases, and 
there have been over 50 cases over 100 years, many of them in the 
Supreme Court and some of them decided quite recently, the clear 
consensus rule is that if a State law interferes with or significantly 
regulates a banking activity of a national bank, it is preempted. 
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That is the general rule. There are exceptions, and Congress can 
change that rule, but that is the premise that national banks have 
been operating under for a very long time. In the last 10 years or 
so since the Riegle-Neal Act, in particular, with a great deal of con- 
solidation in the industry and much more in the way of interstate 
banking and branching, nationally chartered institutions operating 
in many different States have bumped into more and more State 
laws. Once that situation started engendering more and more re- 
quests for preemption opinions, the OCC codified their practice in 
their regulation. It was not too dissimilar from what the OTS had 
done a number of years back. 

It prompted a great deal of criticism, and I understand that. I 
think more can be done to share information with the States on a 
timely basis, but I think the basic rule about State laws being pre- 
empted if they interfere with a national bank power is what the 
law is. 

Senator Sarbanes. The Barnett Bank standard we think is a 
higher threshold for preemption than the one that the OCC is 
using now. That is the problem. 

Mr. Dugan. Senator, I do not think that the OCC has tried in 
any way to say that the Barnett standard is not the right standard. 
I think there is a difference of opinion on what that standard 
means in practice. There are various words in that case. People 
have focused on the “prevent or significantly interfere” language as 
one formulation, but there are citations to a number of other cases 
and standards in that very same paragraph where the Court talks 
about that particular test. I think the question is, in the end, 
whether a State law creates the Constitutional conflict where it ob- 
structs the basic purpose that Congress had in mind in setting up 
the national banking system. 

Senator Sarbanes. Are you prepared to meet with the State 
banking and enforcement officials in order to enter into an intense 
dialogue with them on this issue? 

Mr. Dugan. I would be happy to meet with the State officials to 
discuss this issue at great len^h. 

Senator Sarbanes. All right; let me ask one final question. 

I wanted to follow up on the Chairman’s questions about the 
Bank Secrecy Act. Assuming you are confirmed and take office in 
the very near future, what do you think is a reasonable period of 
time for you to have to address these problems at the OCC that 
were identified by the study with respect to improvements in how 
it does business? When would it be reasonable for the 
Committee 

[Laughter.] 

— to bring you back in for an oversight hearing in terms of what 
has been done about enforcement of the Bank Secrecy Act at the 
OCC? 

Mr. Dugan. That, of course, is in the Committee’s discretion. It 
is a little bit hard for me to say without actually having gotten over 
there. I will say a couple of things. Regarding the part of the report 
that focused on the lack of adequate policy guidance, I think a tre- 
mendous step was made on June 30 when the agencies collectively 
released quite detailed policy guidance on what is expected in this 
area. At the other end of the spectrum, the report’s focus on hiring 
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and maintaining the right staff, particularly for large bank super- 
vision, is going to take some time to address. But I would be happy 
to come back to the Committee to give you an assessment of where 
things stand before the end of the year, if that makes sense. 

Senator Sarbanes. It is my understanding that the four largest 
dealers of the $37 trillion interest rate swaps market account for 
over 40 percent of the supply in that market, and the concentration 
of the dealers is even greater in the interest rate options market. 
What priority do you think the OCC should put on monitoring and 
supervising the national banks that are the most significant deal- 
ers in the over-the-counter derivatives market, and do you believe 
the agency has all the resources it needs to adequately monitor and 
supervise the derivative dealer community? 

Mr. Dugan. Senator, I think the kinds of risks that you are talk- 
ing about in the derivatives market are not just interest rate risk 
but credit risk, as well, which is why the market has ended up in 
the larger banks. I think supervision in this area has been a tre- 
mendous focus of the OCC and the other bank regulators, but par- 
ticularly for the OCC in the wake of the derivatives issues that this 
Committee focused on, quite rightly, in the 1990’s and in the wake 
of a number of other significant issues that arose at that time. 

My sense is that the Agency does have the resources and does 
focus quite a bit of effort in the derivatives area. I think part of 
the whole Basel process is trying to reinforce that and to capture 
some of the risks that have not been as well captured in the past. 
But that will be an area of concern when I get there, if and when 
confirmed. 

Chairman Shelby. In the near future, the banking regulators, as 
all of you know, are supposed to issue a final rule that is intended 
to implement the changes contained in the Basel II proposal. We 
intend to hold a hearing on the progress of the Basel II proposal 
in September when we get back. 

I recognize that more testing of these new standards is scheduled 
and that there may still be changes made to the rules. That said, 
I am not yet fully confident that the so-called “right standards” 
have been proposed. What are you going to do after you are con- 
firmed to make sure that prior to the finalization of the new rules 
we have developed the best rules to make it work? Because there 
are still some outstanding questions there. 

Mr. Gruenberg, we will start with you. 

Mr. Gruenberg. Mr. Chairman, I think there is good reason to 
proceed cautiously with the implementation of the Basel agree- 
ment. The most recent quantitative impact study that was released 
indicated that on the banks that would participate, half of them 
would have a 26 percent or more reduction of capital. In fact, one 
of those institutions would have a 50 percent reduction of capital. 

Chairman Shelby. Is that a concern for you? 

Mr. Gruenberg. Yes, it is a serious concern. Senator. And I 
think there was a great effort to bring this agreement about, and 
there was a lot of investment of effort in it, but I think until we 
are truly satisfied about is consequences for the banking system, 
it is very important for the regulatory agencies to move very cau- 
tiously and frankly be in no rush to bring it to a conclusion until 
they are quite confident about its impact. 
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Chairman Shelby. But as a new member, will be, of a very im- 
portant banking regulatory agency that is charged with safety and 
soundness, this should, in your background here, be a double con- 
cern for you. 

Mr. Gruenberg. Very much so. Senator, and the FDIC, to its 
credit, I think, under Chairman Powell has been very forceful 

Chairman Shelby. Outspoken right here at the Committee. 

— among the regulatory agencies on this issue, both on the over- 
all reduction of capital and also preserving the minimum capital re- 
quirement, and that would certainly be a very significant priority 
for me if confirmed by the Senate. 

Chairman Shelby. Senator Sarbanes, when he was Chairman, 
even before he was Chairman of the Committee, he has always 
voiced a strong feeling that the capitalization, the strong banks, 
whether they are large or small, are the ones that stick around and 
do not visit you and visit the taxpayers. 

Mr. Dugan, do you have any comments on this? This will be right 
in your lap, too. I want to comment that Comptroller Hawke, right 
here at this table, he has some concerns, as you probably know, 
about Basel II, the implementation, what it would do and so forth. 

Mr. Dugan. Yes, Mr. Chairman. I agree largely with everything 
Marty just said. This is a situation where there has yet to be a pro- 
posed rule, and I think it is very important to have the full notice 
and comment process to take comments from a lot of different 
sources about this before we move forward to any kind of final rule. 
There has to be a better understanding of the quantitative effects 
on capital, and I do not think anybody who has read about the re- 
sults from the QIS-4 study would not be concerned about it. I 
think we have to proceed with conservatism as we move forward 
for that very reason. 

I will say I do think it is important to try to move away from 
the existing Basel standard and try to move down a path to some- 
thing that is more risk-sensitive. I support the Basel process, but 
for the reasons I have outlined, I think we have to be very careful 
in what we do. 

Chairman Shelby. Mr. Reich. 

Mr. Reich. I am supportive of the Basel process, too, but I think 
that it is too complicated. The results are disappointing and of con- 
cern. I have listened to former Comptroller Hawke for 2 or 3 years 
talk about how complex it was and how complex it was going to 
be to implement. I am concerned about its implementation, and I 
think that it should be deferred until we are confident that it is 
pretty accurate. 

Further, I am concerned about any change that would have a 
material reduction in bank capital. 

Chairman Shelby. Thank you. 

Mr. Reich, as you may be aware, this Committee was very crit- 
ical over the several years of the failure of the regulatory agencies 
to properly examine for Bank Secrecy Act deficiencies with the 
same zeal with which safety and soundness exams have been con- 
ducted. Can you give the Committee your assurance that under 
your directorship, after you are confirmed, that the Office of Thrift 
Supervision would treat BSA compliance with the level of diligence 
this Committee and the Congress expects? 
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Mr. Reich. Yes, Mr. Chairman, I commit to do that. As Mr. 
Dugan indicated, the Federal banking agencies joined together on 
June 30 to issue joint guidance to all of our Federal banking exam- 
iners. We should all be on the same page in our examination proc- 
esses. All examiners will each be receiving identical information 
about the processes that they are to follow. We have set a schedule 
of joint examiner training for our agencies and joint banker edu- 
cation of the new guidelines as of June 30, and I will do all that 
I can to see that OTS implements these guidelines and places a 
high priority on the BSA examination process. 

Chairman Shelby. I want to direct this to all three of you. Over 
the last year or so, there have been numerous incidents involving 
the unauthorized disclosure of sensitive personal financial informa- 
tion. In some but not all of these situations, financial institutions 
have been involved. The Committee held a hearing earlier this year 
to review the framework of GLB and the new ID theft provision re- 
cently added to FCRA. 

Could you comment on what additional measures you feel may 
be necessary to complement the banking agencies’ guidance on 
breach of notification? Mr. Dugan, do you want to start, Marty? Go 
ahead, Mr. Dugan. 

Mr. Gruenberg. Sure. 

Mr. Dugan. Mr. Chairman, I would say that financial institu- 
tions already have a structure in place. I do think it should be kept 
separate. I do not think this is an area where they should be treat- 
ed like other institutions. There are different concerns; they hold 
information; they hold, in some cases, quite sensitive information. 

Chairman Shelby. But they should protect that information, 
should they not? 

Mr. Dugan. Sure, absolutely, and that is why, the Gramm- 
Leach-Bliley Act — and you and Senator Sarbanes were both great 
proponents of this — imposed standards for maintaining security 
and imposing safeguards for customer information, and why the 
bank regulators have issued guidance on security breaches. 

Whether that needs to be tweaked somewhat to take account of 
some more particular issues that have come up with some of the 
types of information is, I think, worthy of consideration by the 
Committee. It could be done either directly through legislation or 
some combination of legislation and having the regulators reexam- 
ine their existing authority and take measures with the authority 
they already have. 

Chairman Shelby. Marty. Excuse me; Mr. Gruenberg. 

Mr. Gruenberg. Mr. Chairman, it is clear that there is a very 
serious problem here that is not being fully addressed. We estab- 
lished in the Gramm-Leach-Bliley Act the obligation on financial 
institutions to protect non-public personally identifiable informa- 
tion, and with the number of problems we have had with a variety 
of institutions, it would appear that either the guidance being pro- 
vided is not sufficient, or the compliance is not sufficient. 

I would not presume at this point to say which, but I think there 
is a very serious concern, and I also think there is a very serious 
issue as relates to the nonbank institutions that are trusted with 
a lot of personal information of people, and that seems to me great 
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attention needs to be paid to that area as well, and it may require 
additional legislation to address some of the concerns here. 

Chairman Shelby. In light of the participation of nonfinancial 
institutions in the payment system, what else might be necessary 
to address the protection of financial information as it moves 
through the entirety of the payment system? Mr. Dugan, do you 
have any comments on that? In other words, we have nonfinancial 
institutions involved in the payment system. 

Mr. Dugan. Mr. Chairman, the Gramm-Leach-Bliley Act, applies 
technically to something called nonpublic personal information, 
which is basically customer information of the banks. 

Chairman Shelby. Right. 

Mr. Dugan. But in some cases, the institutions handle personally 
identifiable information of noncustomers. I think making sure that 
information is protected, because it has some of the same kind of 
sensitivity issues as some of the other information they handle, is 
something that would be worth the Committee looking at. 

Chairman Shelby. Mr. Reich, do you have any comment? 

Mr. Reich. There is a joint working group of all of our Federal 
banking agencies addressing identity security, and hopefully, we 
will be coming out with substantive guidance that will address 
these issues. At the FDIC, we have been working with our IT ex- 
aminers to help banks address the problem on two fronts, dealing 
with it in the aftermath when breaches do take place and then try- 
ing to help them set up systems and processes to prevent it from 
happening to begin with, which is what the joint working group is 
addressing. 

Chairman Shelby. Mr. Dugan, what balance can we bring be- 
tween enforcement and latitude? For example, the recently re- 
leased internal review states that OCC’s initial supervisory actions 
have not always been severe enough to ensure timely correction of 
BSA/MAML program deficiencies, and the subsequent follow-up ac- 
tions have not always been timely or effective. 

Is it possible to have criteria that would provide sufficient guid- 
ance for examiners and higher level decisionmakers within the Of- 
fice of the Comptroller of the Currency to determine when stricter 
supervisory actions are warranted that would not eliminate what- 
ever level of discretion is needed for the system to function prop- 
erly? You know, there is a balance there. Both Riggs and the Arab 
Bank involved high risk accounts, and in the case of the latter, the 
Arab Bank, a bank serving in a very high risk region through 
which funds were flowing to the West Bank. 

Should these types of banks be supervised differently from banks 
with lower inherent levels of risk? In other words, is that a judg- 
ment call, or what? How would you handle it? 

Mr. Dugan. Mr. Chairman, I think the Agency has to be com- 
mitted to devoting more resources to institutions that are perceived 
as riskier in particular areas, and I think that has been at least 
the stated philosophy of the Agency for a long period of time. 

There are quite a number of tools that the bank regulators have 
at their disposal from examiner criticism and informal enforcement 
actions all the way through very formal enforcement actions, even 
removal and prohibition, civil money penalties, and the like. There 
is a spectrum of remedies and there are well-articulated procedures 
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that are supposed to be adhered to to try to get balance into the 
process. 

There will always be discretion in the enforcement process. I 
think the important thing is to make sure that the process is the 
right kind of process, so that different views are being aired. I 
know what the processes are. Obviously, there have been some 
lapses, and looking at that is one of the very areas that I plan to 
devote a considerable amount of time to if and when I get to the 
Agency. 

Chairman Shelby. Senator Sarbanes, do you have anything 
other questions? 

Senator Sarbanes. Mr. Chairman, I would like to have formally 
included in the record a letter that we received from the National 
Bankers Association supporting the nomination of John Reich to be 
the Director of the OTS. 

Chairman Shelby. Without objection, so ordered. 

Senator Sarbanes. In the course of which, they say that they 
have worked with him in his current capacity at the FDIC. During 
his tenure with that agency, Mr. Reich and the FDIC Chairman, 
Donald Powell, have shown recognition for the unique status of 
women and minority-owned banks, and they go on to say that the 
NBA in the past has expressed some disappointment in the inac- 
tion of the OTS in its regulatory oversight of such matters but that 
they are optimistic that under the new leadership of Mr. Reich, the 
OTS will administer meaningful policies and regulations that 
strengthen the capacity and foster the number of minority-owned 
banks, and they are looking forward to working with Mr. Reich and 
the other nominees at this hearing to develop a Government-wide, 
coordinated banking policy that protects the diversity of the Na- 
tion’s financial system. 

Chairman Shelby. It will be made part of the record without ob- 
jection. 

Senator Sarbanes. And I commend that objective to our two 
nominees as well. 

Thank you very much. 

Chairman Shelby. Anything else? 

Senator Sarbanes. No. 

Chairman Shelby. Gentlemen, I thank you for your appearance 
here today. We believe that you are all well-qualified for your posi- 
tions, and we are going to try to move your nominations Thursday. 

Thank you. The hearing is adjourned. 

[Whereupon, at 3:29 p.m., the hearing was adjourned.] 

[Prepared statements, biographical sketches of the nominees, re- 
sponse to written questions, and additional material supplied for 
the record follow:] 
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PREPARED STATEMENT OF SENATOR JIM RUNNING 

Thank you, Mr. Chairman, for holding this hearing today, and I would like to 
thank all of our nominees for coming before us today. 

I would especially like to thank my good friend, Chris Cox, for coming before us 
today and agreeing to be the President’s nominee for the Chairman ofthe Securities 
and Exchange Commission. 

Its no secret that I have disagreed with some of the decisions the SEC has made 
under the last Chairman. Though I appreciate his service and think he should be 
commend for righting the SEC’s ship, I believe he made of number of policy mis- 
takes. It seemed that he was ignoring his commissioners on a number of major 
issues. Also I think he was not open to advice from this Committee. I believe Chris 
Cox will listen to all of his commissioners and take the advice of Congress. 

There are many major issues facing the SEC. In particular, I am concerned about 
the independent chairman rule that was overturned by a Eederal court, then 
rammed through again by the former Chairman and Regulation B, whose implemen- 
tation has been delayed until September. I believe with Chris Cox’s leadership, we 
can come up with a solution that everyone can live with. 

I have known Chris for a long time. He has served his country well as a White 
House Counsel to President Reagan, as a U.S. Representative and I believe he will 
serve his Nation well as Chairman of the SEC. I urge all of my colleagues to support 
the nomination of Chris Cox as Chairman of the Securities and Exchange Commis- 
sion. 


PREPARED STATEMENT OF SENATOR DEBBIE STABENOW 

Thank you. Chairman Shelby. Welcome Congressman Cox, Ms. Nazareth, and 
Commissioner Campos. 

These are busy times for the SEC and I want to commend the ongoing efforts of 
the SEC and specifically Chairman Donaldson. Whether in handling the melt down 
of Enron or the mutual fund industry scandals, the SEC is restoring public trust 
in the markets — and I believe we should vigorously continue down that road. The 
job that the Commission performs is absolutely vital to maintaining a robust and 
vibrant economy, and providing working men and women the piece of mind they 
need to become investors in the American Dream. So, hearings such as this are im- 
portant. 

I appreciated the time that Congressman Cox set aside to come by my office last 
month. I left that meeting feeling that as Chairman he would not seek wholesale 
change in the approach that the current Commission is taking with regard to over- 
sight of our financial markets. Also, that he would work with the other commission 
as a whole to generate a consensus on the difficult issues that the SEC will face 
in the future. I look forward to hearing more about how he and the other nominees 
will approach their roles as SEC Commissioners. 

That being said, I would like to renew my concerns with the SEC’s proposed Reg- 
ulation B, implementing Title II of the Gramm-Leach-Bliley Act. As the witnesses 
testify today, I will listen especially close to comments on Regulation B, the so-called 
“Pushout” rule. 

I am worried that too little is being done to revise the rule in order to have it 
comport with Congress’ intent that certain traditional bank activities — such as trust 
and custodial activities may continue to be conducted in the bank rather than being 
“pushed out” into an SEC registered broker/dealer affiliate. 

The small and medium-sized banks in my home State of Michigan are very con- 
cerned about the costs and consequences of having to implement a regulation that 
they feel runs counter to the intentions of the Gramm-Leach-Bliley Act. 

Between now and the end of September, I look forward to working with the Com- 
mission on providing a common sense approach to the issue of securities activities 
inside our small and medium-sized commercial banks. 

Also, I am interested in hearing the witnesses comment on how we can better se- 
cure our financial markets and make them fair for the common investor. As we con- 
tinue moving toward a future where more and more households are invested in the 
market, we must do all we can to ensure that the average investor — the investor 
who does not have access to levers of power on Wall Street — can invest without fear 
that the mutual fund they are investing in, or the brokerage house that they hired, 
are covertly working against them by gaming the system. 

We saw the vivid results of this type of malfeasance in 2003 and I am glad to 
see that the SEC is making a concerted effort to address many of these problems. 
If we are to help our constituents secure their retirement future and encourage the 
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American public to save, then we must give them the piece of mind that the playing 
field is level and they are not at a disadvantage when putting their money into the 
market. 

I look forward to the testimony. 

Thank you, Mr. Chairman. 


PREPARED STATEMENT OF TED STEVENS 

A U.S. Senator from the State of Alaska 

July 26, 2005 

I am pleased to join the Senators from California in recommending Chris Cox as 
the next Chairman of the Securities and Exchange Commission. 

Chris graduated from Harvard Law School where he was editor of the Law Re- 
view and also received an MBA. Chris has represented Orange County in Congress 
for 17 years. A bipartisan consensus builder, every bill and report from the three 
Congressional Committees he has chaired during his House career was unanimous 
and bipartisan — No exceptions. 

His 1995 legislation to protect investors from fraudulent lawsuits, and from extor- 
tion by unethical lawyers, was approved in both the House and the Senate with 
overwhelming support. Its principal co-author in the Senate was Chris Dodd. 

This landmark legislation, which passed with a bipartisan majority in both the 
House and the Senate, imposed new responsibilities on accountants to discover 
fraud, and put an end to the ethical abuse of professional plaintiffs in class actions. 
Now, court-appointed representatives in securities class actions are seeing to it that 
more of the recoveries go to shareholders, who were harmed instead of their law- 
yers. 

Through a long and distinguished public career over two decades in the White 
House and in Congress, Chris Cox has shown that he is independent, tough-minded, 
fair, and bipartisan. He is committed to enforcing the rules of the marketplace for 
the benefit of every investor, and to upholding the integrity of our capital markets. 

While this Committee will review Chris’ qualifications carefully, he has already 
gone through an even tougher confirmation process. He had to convince his wife, 
my good friend and one of the smartest lawyers I know, Becky Gernhardt, to marry 
him. Many of you know Becky from her public service in the Assistant Majority 
Leader’s Office, the Reagan White House, and of course, the Base Closure Commis- 
sion. 

I urge this Committee to act quickly on this nomination and to report it to the 
full Senate for consideration. 
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iTATEMENT FOR COMPLETION BY PRESIDENTIAL NOMINEES 


Nsiaie: Cox Christopher 


p.ast) 

(First) 



(Other) 

Position to which nominated: Chairrnari, 

Socuritie 

£ and Exchange 

Commission 

Date of nomiuntiuu : June 2, 2005 





Date of birth: IS October 1952 

Place of birth : st. 

Paul, 


(Day) (Month) (Year) 





Marital Status: married 

Full name 

of spouse: 

Rebecca Gernhardt ( 

Name and ages of children: 





Charles Christopher Cox, 12 

Kathryn Carter Cox, 11 

Kevin Martin Cox, 6 





Education: 

Institution 

Dates 

attended 

Degrees 

received 


Dates of 
degrees 

Harvard Law School 

9/73-6/77 

J.D. 


June 1977 

Harvard Business School 

9/74-6/77 

M.B.A. 


June 1977 

Univ. of Southern California 

9/70-6/73 

B.A. 


June 1973 


Honors List below all scholarships, fellowships, honorary degrees, miJifary metlals, honoraiy’ 

and awards: society memberships and any other special recognitions for outstanding service or 

ac-bicvemenl. 

During 17 years in Congress, I have received many awards for 
public service. In addition, I have recGi-ved many honorary 
meraberships, the most significant of which are listed in response 
to the next question. The following awards relate, in whole or in 
part, to my activities prior to election to Congress in 1988r 

- Order of Gediminas (highest honor by Republic of Lithuania to 
a non-citizen), for support of freedom in the Baltics 
use Distinguished Alumnus Award 
names Alumni Honors Award, St. Thomas Academy 

Membeirships; List below all memberships and offices held in professional, fraternal, business, scholarly, 

civic, charitable and other organizations. 

Dates 

1993-presont 
2G03-preserit 
1997-present 
2000-present 


Chapman University 

National Endowment for Democracy 

Pacific Club 

Mount Vernon Country Club 


Office held (if any) 

Trustee 

Director 

Member 

Member 
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Sons of the American Legion 
Nevfport Harbor Squadron #291 
UCI Brain Imagine Center 
Center fox Security Policy 
Childhelp USA 
Laguna Canyon Foundation 
Orange County Bar Foundation 
Orange County 'fMCA 
Serving People in Need 


Member 

Advisory Board 
Advisory Board 
Advisory Board 
Adv. Council Member 
Community Advisor 
Advisory Board 
Advisory Board 


1997-present 
1997-present 
1990-present 
1989-present 
1994-present 
20Ql-prescnt 
1993~pr€3ent 
1 999- present 


Employment record: List below all positions held since college, including the title or description of job, name 
oremployment, location of work, and inclusive dates of employment. 


11/88 ~ 

Present 

Member of Congress 

U.S. House of Representatives 
■Washington, DC 

02/88 - 

11/88 

Congressional Candidate, 40th District, California 

02/86 - 

2/88 

Senior Associate Counsel to the President 

The White House 

Washington, DC 

02/33 - 

10/78 - 

02/86 

08/82 

Partner (1985-1986^; As.sociate (1978-82; 1983-1985) 
Latham & Watkins 

Los Angeles and Newport Beach, CA 

08/82 - 

01/83 

Lecturer on Business Administration 

Harvard Business School 

Boston, MA 

10/77 - 

10/78 

Law Clerk 

U.S. Court of Appeals, Ninth circuit 

San Francisco, CA and Honolulu, KI 

06/77 - 

09/77 

Surrvmer As-sociate 

Gibson, Dunn & Crutcher 

Los Angeles, CA 

06/76 - 

09/76 

Sunamer Associate 

Latham & Watkins 

Los Angele.s, CA 

06/75 - 

03/75 

Sxxmmer Associate 

Dutyea, Randolph, Malcolm & Daly 

Newport Beach, CA 

06/74 - 

09/74 

Summer Associate 

Kadison, Pfaelter, Woodard, Quinn 5 Rossi 

Los Angeles, CA 

06/73 - 

09/73 

Draftsman /Mathematician 


DuPont Aerospace, Inc. 
Torrance, CA 
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Government 

experience: List any experience in or direct association with Federal, State, or local governments, 

including any advjsor)% consultative, honorary or other part time service or positions. 


11/98 - Present Member of Congress 

U.S. House of Representatives 
Washington, DC 

02/94 - 01/95 Bipartisan Commission on Entitlement and Tax Reform (appointed 
by President Clinton) 


09/00 - 04/01 

02/86 - C2/8S 

10/77 - 10/78 


Sxecutive/Legisi stive Study Group on Enhancing Multilateral 
Export Controls (Co-Chairman) (established by Defense 
Authorization Act of 1999) 

Senior Associate Counsel to the President 
The White House 
Washingtoii, DC 
Law Clerk 

U.S. Court of Appeals, Ninth Circuit 
Honolulu, HI 


Published 

Wrifings: List the titles, publishers and dates of books, articles, reports or other published maferiaLs 

you have written. 

See attached list. (Attachment 1) 

Poiifk’a! 

Afliliations 
and activities: 

1 .ist memberships and offices held in and services rendered to all political parties or 
election committees during the last 10 years. 

Christopher Cox Congressional Committee, Director 
Republican Party of Orange County, Ex Officio Member 
Congressional Leadership Fund, Honorary Chairman 

National Republican Congressional Committee, Executive Comiriittee 
Member, 1993-1995 

Political 

Contributions: Itemize all political contributions of $500 or more to any individual, campaign 

organization, political party, political action committee or similar entity during the last 
eight years and identify specific amounts, dates, and imies of recipients. 

In the past eight years, I have made the following personal 
political contributions of S500 or more: 


Amount 

$ 680 

Date 

08-28-02 

Recipient 

Chuck Devore for 

City Council 

1, 000 

12-06-00 

Zimmer 2000 [U.S. 

House. NJ-12) 

bOO 

10-21-99 

Pat Dewine for Ci 

ty Co;3ncil 
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Qualifications: State fully your qualifications to serve in the position to which you have been named, 

(attach sheet) 

See attached sheet. {Attachment 2) 

Future employment 

relationships: 1 . indicate whether you will sever all connections with your present employer, business 

firm, association or organization if you are confirmed by the Senate, 

Yes . 

2. As far as can be foreseen, state w^hether you have any plans after completing 
government service to resume employment, affiliation or practice with your previous 
employer, bitsiness firm, association or organization. 

No. 

3- Has anybody made you a commitment to a job after you leave government? 

No . 

4. Do you expect to serve the full term for which you have been appointed? 

Yes . 

Potential conflicts 
of interest: 

! - Describe any financial arrangements or deferred compensation agreements or other 
continuing dealings with business associates, clients or customers who will be affected by 
policies which you \vil) influence in the position to which you have been nominated. 

None . 

2. List any investments, obligations, liabilities, or other relationships which might involve 
potential conflicts of interest with the position to which you have been nominated. 

See response to Question #5. 

3. Describe any business relationship, dealing or financial transaction (other than tax 
paying) which you have had during the last 10 years with the Federal Government, 
whether for yourself, on behalf of a client, or acting as an agent, that might in any 

way constitute or result in a possible conflict of interest with the position to which you have 
been nominated. 

None . 

4. List any lobbying activity during the past ten years in which you have engaged in for the 
purpose of directly or indirectly influencing the passage, defeat or modification of any 
legislation at the national level of government or affecting the administration and execution 
of national law or public policy. 

None. iFor the entirety of the past 10 years I have been a 
U.S. Representative.) 
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5. ExpJain how you will resolve any conflict of interest that may be disclosed by your 
responses to the items above. 

j. intend to liquidate all investments in individiaal stocks 
upon coni irraation. In addition, 1 will recuse myself from 
matters before the Commission concerning my wife's 
employer. Continental Airlines, Inc. 


Civil, criminal and 

invesligatory 

actions: 

1 . Give the fill! details of any civil or criminal proceeding in which you were a defendant 
Of any inquiry or investigation by a Federal, State, or local agency in which you were the 
subject of the inquiry or investigation. 

Mur ra y v. B elka and First Pension C^ise5 were consolidated 
class actions in Orange County Superior Court brought by 
investors against VestCorp Securities and related business 
entities, after VestCorp' s principal was convicted of fraud. 
Several law firms and accounting firms, including my former 
law firm Latham & Watkins, as well as individual lawyers, 
were named as defendants on the theory that they should have 
discovered the fraud, or alternatively, that they 
participated in it. I was added as a defendant in 1995. The 
sole public offering in which Latham represented VestCorp, a 
limited partnership that sold less than $5 million in 
interests, was not the subject of the fraud conviction. That 
limited partnership offering was commenced nearly two years 
after I left the firm in ear.Ly 1986. The fraud by VestCorp' s 
principal was not discovered until nearly 10 years after 
that, in 1994. I had worked on draft prospectuses for the 
limited partnership, and the due diligence for the proposed 
offering had not yet been conducted prior to my leaving the 
firm. After these facts were established by discovery, I was 
voluntarily dismissed as a defendant with no settlement 
payment in March 1998. In addition, both the plaintiffs and 
their attorney, as an individual, signed a release agreeing 
never to sue me again in any connection arising out of these 
facts. In turn, I agreed to waive my right to sue for abuse 
of process and related claimvS. 


In 1994 I was a defendant in a civil .suit arising out of a 
traffic accident. The matter was handled by ray auto 
insurance carrier, GEICO. The result was voluntary dismissal 
of the suit. 'GEICO has pu.rged its records and cannot provide 
the caption of the case, which was filed in the Superior 
Court of Orange County, California. 


Uerner Erhard & Assoc, v. Congressman Christopher Cox, filed 
in Orange County Superior Court in 1988, was a civil suit for 
defamation brought against me and other defendants in 1988 by 
the brother of an opposing candidate in the 1988 
congressional e.lectioo. The suit charged that by 
republishing an article from Los Angeles magazine, my 
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campaign mailer defamed the EST organization and its founder, 
Werner Erhard (the opposing candidate's brother and 
employer). Following protracted discovery the case was 
dismissed with prejudice in 1992; I and the plaintiff 
executed a mutual release of claims. No settlement monies 
were paid. 

2. Clive the full details of any proceeding. inquir>' or investigation by any professional 
association including any bar association in which you were the subject of the proceeding, 
inquiry or investigation. 

None . 
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Att achment 2 


STATEMENT OF QUALIFICATIONS 
Christopher Cox 

During my nearly two decades in Congress, I have served as a 
senior member of every House committee with legislative and 
oversight jurisdiction over the Securities and Exchange 
Commission, securities law, and accounting standards. 

As a senior member of the Financial Services Committee and 
Energy and Commerce Cormiittee, I have played a role in passage 
of the major securities laws enacted in the last two decades. 

I served as a member of the House-Senate Conference Committee 
on the Sarbanes-Oxley Act of 2002, Gramm-Lcach-Bltley Act of 
1999, Securities Litigation Oniforra Standards Act of 1998, and 
Private Securities Litigation Reform Act of 1995. 

I elected by my House colleagues to our Elected Leadership 

in six successive Congresses. As Chairman of the House Policy 
Committee, I worked actively to forge legislative consensus on 
a wide range of domestic policy, foreign policy, and national 
.security issues. For the last three years, I have served as 
Chairman of the Homeland Security Con!Hiitt6e.-f rom its inception 
to its current status as a permanent standing committee in the 
House. In this capacity, I have worked hard to en.sure that 
bipartisan.ship and collegiality become the hallmark for the 
work of this new committee, and to produce consensus solution.s 
based on sound policy. 

Prior to my service in Congress, I worked as a White House 
counsel on a variety of matters including the creation of the 
Brady Commission following the 1987 stock market crash. I was 
a securities practitioner in private practice for eight years, 
and served as partner in charge of the Corporate Department 
for Latham & Watkins' Orange County office until 19S6. In 
1982-83, I was a Lecturer on Business Adraini.straticin at 
Harvard Business School, where I had earned a Masters in 
Business Administration degree five years earlier. I earned 
my law degree at Harvard Law School, where I served as an 
Editor of the Law Review. 
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STATEMENT FOR COMPLETION BY PRESIDENTIAL NOMINEES 


Name: Campos Roel Clark 

(Lail) (First) (Other) 

Position to which nominated: SEC Commissioner 
Date of nomination: 

Date of birth: 31 01 1949 Place of birth: Harlingen, Texas 

(Day) (Month) (Year) 

Marital Status: Married Full name of spouse: Minerva Villarreal Campos 

Name and ages of children: David Roel Campos 19yrs. old 

Daniel Martin Campos 1 5 yrs. old 


Education: 

Dates 

Degree.s 

Dates of 

Institution 

attended 

received 

degrees 

Harvard Law School 

09/76-06/79 

LD. 

06/79 

UCLA Graduate School 

07/71 -03/72 

M.S. Business 

03/72 

ofBusiness 




USAF Academy 

06/67-06/71 

B.S. 

06/71 


Honors List below all scholamhips, fellowships^ honorary degrees, military medals, honorary 

and Awards: society memberships and any other special recognitions for outstanding service or 

achievement. 

Department of Justice’s Director’s Award for Superior Performance (Q2/23/90) 

Chicago United “2004 Bridge Advocate Award” Diversity in Corporate 
Govanance 


Memberships: List below all membersliips and offices held in prof^sional, fraternal, business, scholarly, 

civic, charitable and other organizations. 

Organization Office held (if any) Dates 

DANDAV Ltd., (personal General Partner and Limited Ol/Oi - Present 

Family limited partnership) Partner 
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Roel Campos Consulting & President and CEO 04/02 -Present 

Investing, Inc. (Persona! 

Subchapter S company for holding 
P^sive investments) 


Employment recoi'd: List below all positions held since college, including the title or description of job, name 

of employment, location of work, and inclusive dates of employment. 

§/02 - Present U.S, Securities and Exchange Commission 
Commissioner 
450 Fifth Street N.W. 

Washington, DC 20549 

1 1/95 - 8/02 El Dorado Communications, Inc. 

Founding Partner and General Counsel 
1980 Post Oak Blvd, Suite 1500 
Houston, Texas 77056 

1 0/92 - 1 1/95 Richman, Lawrence, Mann & Greene 
Attorney and Partner 
9601 Wilshire Blvd., Penthouse 
Beverly Hills, Ca 90210 

10/89 - iO/92 Rudin & Appel 

Attorney & Partner 

9601 Wilshire Blvd., Suite 800 

Beverley IliBs, Ca 90210 

04/85 - 10/89 U.S. Attorney’s Office 
Assistant U.S. Attorney 
U.S. Court House 
312 N. Spring St 
Los Angeles, Ca 90024 

07/84 - 04/85 Crowe & Day 

Associate Attorney 
1888 Century Park East 
Los Angeles, Ca 90067 

07/82 - 07/84 Cohen ■& Ziskin 

Associate Attorney 

2029 Century Park East, Suite 1 500 

Los Angeles, Ca 90067 
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Government 

Experience: 


Published 

Writings: 


07/79 - 07/82 Jones, Day, Reavis & Pogue 
Associate Attorney 
2029 Century Park East, Suite 3600 
Los Angeles, Ca 90067 


09/76 - 06/79 Law Student 

Harvard Law School 
1525 Massachusetts 
Cambridge Ma 02138 

06/71-09/76 Officer 

U.S. Air Force 

Boeing AFPRO, Boeing Plant, Marginal Way 
Seattle, Wa AND 

Haiiscom Field, Massachusetts 


06/67 - 06/71 U.S- Air Force Academy Cadet 

U.S. Air Force Academy 
Colorado Springs, Co 80840 


List my experience in or direct association with Federal, State, or local governments, 
including any adrisory, consultative, honorary or other part time service or positions. 

2002 - present Commissioner, U.S. Securities and Exchange Commission, 
Washington, D.C. 

1985 - 1989 Assistant U.S. Attorney , U.S. Attorney’s Office, Central District of 
California, Los Angeles, CA 

1973 - 1976 Officer-U,S. Air Force 

1 967 ”1971 Cadet - U.S. Air Force Academy 


List the titles, publishers and dates of books, articles, reports or other published materials 
you have written, 

Roel C. Campos, Securities Regulatois Must Not Abandon Corporate Penalties, Fin. 
Times, Eur. od Apr-13, 2(K)5, at 13. 

Roel C. Campos, The SEC’s Shareholder Access Proposal: It Still Has a Pulse, The 
Corporate Governance Advisor. h^iApr, 2005. 

Roel C. Campos, Securities Act Reform - De’ ja’ Vu All Over Again, in Emerging 
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Trends in Securities Law . 1-80 (2003-04 ed.)- 

Roel C, Campos, Securities Act Refonn - How Should We Proceed After tha Events of 
2002, in Emergiiia Trends in Securities Law, 1-42 (2002-03 eel.). 

Roel C. Campos, Issuers Pay for Analysts’ Rt^eaich, Fin. Tim^. Nov. 20, 2002, at 20. 


Political 

AHHIatious 

and Activities: List memberships and offices heid in and services rendered to ail political parties or 

election committees during the last 10 years. 


Member of Democratic Party 

Political 

Contributions: Itemize all political contributions of $500 or more to any individual, campaign 

organi 2 »tion, political party, political action committee or similar entity during the last 
ei^t ycai^ and identify specific amounts, dates, and names of recipients. 


Regina Montoya Coggins For Congress 

$1,000 

12/30/99 

David Lillehaug for Senate Committee 

$1,000 

12/30/99 

Gorc/libeberman General Election Legal 
And Accounting Compliance /fond 

$1,000 

06/30/99 

Gore 2000 Inc 

$1,000 

06/30/99 

McCain 2000 Inc. 

$1,000 

12/31/99 

Dedicated Americans For the Senate 

And House PAC 

$3,000 

11/1/04 

A Lot of People Supporting Tom Daschle 

$2,000 

9/29/04 

Salazar For Senate 

$1,000 

9/24/04 


Qualifications; State fully your qualifications to serve in die position to whiebyou have been named. 
See Attachment 1. 


Future Employment 

Relationships: 1 . Indicate whether you will sever all connections with your present employer, business 
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Potential Conflicts 
of Inter^tr 


firm, association or organization if yon are confirmed by the Senate. 

Yes, prior to beginning as a Commissioner in 2002, 1 severed ail connections wi&i my 
former employer El Dorado Communications, Inc. I will still hold stock in El Dorado 
Commnnications, Ine. 

2. As far as can be foreseen, state wheflter yon have any plans after completing 
government service to resume employment, affiliation or practice with your previous 
employer, business firm, association or org^ization. 

No. 


3. Has anybody made you a commitment to a job after you l^ve government? 
No. 


4. Do you expect to serve the full term for which you have been appointed? 

Yes. 


1 . Etescribe any financial arrangements or deferred compensation agreements or oilier 
continuing dealings with business associates, clients or customers who will be 
affected by policies which you will influence in the position to which you have been 
nominated. 

None. 


2. List any investments, obli^tions, liabilities, or other relationships which miglU 
involve 

potential conflicts of interest with the position to which you have been nominated. 
Form 278 and Ethics Agreement attached hereto. 

3 . Describe any business relationship, dealing or fmancial transaction (other than tax 
paying) which you have had during the last 10 years with the Federal Government, 
whether for yourself, on behalf of a client, or acting as an agent, that mi^t in any 
way constitute m- result in a possible conflict of intere.st with the position to which 
you have been nominated. 


None. 
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4. List any lobbying activity during the past ten years in which you have engaged in for 
the purpose of directly or indirectly influencing the passage, defeat or modification 
of any legislation at the national level of government or affecting the administration 
and execution of national law or public policy. 

None 

5. Explain how you will resolve any conflict of interest that may be disclosed by your 
responses to the items above. 

I will recuse myself from any maters involving such potential conflicts of interest. 
Also see Form 278 and Ethics Agreement attached hereto. 

Civil, Crimiiia! and 
Investigatory 

Actions: 1 . Give the full details of any civil or criminal proceeding in which you were a 

defendant or any inquiry or investigation by a Federal, State, or local agency in 
which you were the subject of the inquiry or investigation. 

None. 


2. Give the foil details of any proceeding, inquiry or investigation by any professional 
as^ciation including any bar association in which you were the subject of the 
proceeding, inquiry or investigation. 

None. 


The undersigned certifies that the information contained herein is true and correct. 
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ATTACHMENT 1 
QUALIFICATIONS 

1 have sen'ed as a Commissioner of the United States Securities and Exchange 
Commission for the past three years. I have been part of the Commission that 
implemented the requirements of the famed Sarbanes Oxley Act. As such, I have become 
one of the leading experts on the requirements of Sarbanes Oxley. I have become familiar 
with all aspects of current federal securi ties regulation. 

Further, I have come to know the workings of the unique agency that is the SEC. I 
understand and appreciate the mission to protect investors and to protect the integrity of 
our national markets. I also have come to know and work well with the professional staff 
at the Agency. I believe that there is a deep mutual respect between me and the staff and 
that there exists a great ability to work well with each other. 

1 have also become known as an expert on intemalional securities regulation and I 
frequently represent the Agency in international forums, such as the International 
Organization of Securities Commissions (IOSCO). Sqjarately, with my federal 
prosecutorial experience, 1 have provided valuable service and insight to the SEC’s 
enforcement program. 1 succes-sfelly beaded a task force to reform the Agency’s 
administrative process, resulting in an elimination of appellate backlogs of many years. 
As a result of my efforts and through my team, the Agency now has a process wife the 
Administrative Judges in that almost all cases are resolved in les-s that nine months, an 
astounding accomplishment that replaced the former situation of cases taking an average 
of over two years to process cases to decisions. 

During ray term as a Commissioner I have written two articles on Securities Act reform 
and written several editorials pertaining to securities regulation. 

I have also received an award from a civic organization in Chicago, Chicago United, for 
my efforts to promote diversity on corporate boards. 

In conclusion, I believe that I bring valuable continuity to the position. I have developed 
great familiarity with the workings of the SEC and I have developed substantial expwtise 
in the area of securities regulation. With my three years experience as a Commissioner, I 
continue to apply the perspective of a former federal prosecutor to the many SEC 
enforcement matters. I also bring the additional perspective of a former businessman and 
entrepreneur in understanding the pressures on the business community and the effect of 
regulation. 

I believe I am well prepared to continue serving the American investor and protecting the 
markets. 
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[ STATEM ENT FOR COMPLETION BY PRESIDENTIAL NOMINEES 

Name: Nazareth Annette L, 

(Last) (First) (Other) 

Position to which nomtnated: Commissioner, Securities and Exchange Commission 

Date of nomination: 

Date of birth: 01 27 56 Place of birth; Providence, RI 

(Day) (Miwth) (Year) 

Marital Status: Married Full uame of spouse: Roger Walton Ferguson, Jr. 

Name and ages of children: Roger Walton Ferguson 111, 14 years old 
Caroline Lawson Ferguson, 10 years old 


Education: 

Dates 

Degrees 

Dates of 

Institution 

attended 

reeeive<l 

degrees 

Columbia University School of Law 

8/78-5/81 

J.D. 

5/81 

Brown University 

9/74-6/78 

A.B. 

6/78 



(Magna cum laude) 

Cumberland High School 

9/70-6/74 

Diploma 

6/74 


Honors List below all scholarships, fellowships, honorary degrees, military medals, honorary 

and awards: society membei^hips and any other special recognitions for outstanding service or 

chievement. 

1974 — Valedictorian, Cumberland High School 
1978 — Phi Beta Kappa, Brown University 

1980- Harlan Fiske Stone Scholar, Columbia University School of Law 
1980-1981 - Book Review F^ditor, Columbia Journal of Transnational Law, 
Columbia University School of Law 
2000 - SEC Law and Policy Award 

2000 - SEC Capital Markets Award 

2001 - President’s Award, Securities Industry Association 

200! - Wall Street Letter’s Elan Award for Contribution to Regulatory Issues 
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Memberships: List below ail memberships and offices held in professional, fratemah business, scholarly, 

civic, charitable and odtcr organizations. 


Organization 

Office held (if any) 

Dates 

St. John’s Episcopal Church 

None 

1989-1998 

St. Patrick’s Episcopal Church 

None 

1998-2904 

Christ Church 

None 

2004-pr<^eiit 

New York Museum of Natural 



History 

None 

1992-1998 

New York Zoological Society 

None 

1992-1998 

Museum of Modern Art 

None 

1991-1998 

New York Botanical Gardens 

None 

1997-1998 

Norwalk Maritime Aquarium 

None 

1993-1998 

New York Science Museum 

None 

3994-1998 

Greenburg Nature Center 

None 

1993-1998 

Badger Sports Club, Inc. 

None 

1995-1998 

DC Children’s Museum 

None 

1998-2001 

Friends of the National Zoo 

None 

1999-2001 

Kennedy Center 

None 

2002-2004 

The National Gallery uf Art 

None 

2004 

The Bond Market Association 

None 

1994-1998 

Securities Industry Association 

None 

1994-1998 


Employment record: List below all positions held since college, including the title or description of job, name 
of employment, location of work, and inclusive dates of employment. 

Secarifies aad Exchange Commission, Washington, DC 

March 1999 to present, Director, Division of Market Regiillatioa 
September 1998 to March 1999, Senior Counsel to Chairman Arthur Levitt 
Interim Director, Division of Investment Management 

April 1997 to August 1998, Managing Director, Salomon Smith Barney, 

New York, NY 

May 1994 to April 1997, Senior Vice President, Legal Division, Lehman 
Brothers, New York, NY 

1991 to April 1994, General Counsd, Mabon Securities Corp. {successor 
business to Mabon, Nugent & Co.), New York, NY 

December 1986 to 1991, General Counsel and General Partner, Mabon, Nugent 
& Co.. New York, NY 

October 1981 to November 1986, Attorney, Davis Polk & Wardwell, 

New York, NY 
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Government 

experience: 


Published 

Writings: 


List any experience in or direct association with Federal, State, or local governments, 
including any advisory, consultative, honorary or other part time service or positions. 

Securities and Exchange Commission, Washington, DC 

March 1999 to present, Director, Division of Market Regulation 
September 1998 to March 1999, Senior Counsel to Chairman Arthur Levitt 
Interim Director, Division of Investment Management 


List the titles, publishers and dates of books, articles, reports or other published materials 
you have written. 

Testimoni^: 

4/12/05, before the House Subcommittee on Capital Markets, Insurance and 
Government Sponsored Enterprises, Committee on Banking and Financial 
Services, re Credit Rating Agencies 

6/17/04, before the Senate Committee on Banking, Housing, and Urban Affairs re 
Transparency in the Fixed Income Markets 

5/22/04, before the House Banking and Financial Services Committee re Certain 
Pending Proposals by the European Commission 

4/7/03, before the House Subcommittee on Capita! Markets, Insurance and 
Government Sponsored Enterprises, Committee on Banking and Financial 
Services, re Credit Rating Agencies 

12/11/02, before the Senate Perinanent Subcommittee on Investigations, Committee 
on Governmental Affairs, re Transparent Financial Reporting for Structured 
Finance Transactions 

1/29/02, before the Senate Committee on Banking, Housing, and Urban Affairs re 
the Financial Aspects of the War on Terrorism and the Implementation of the 
International Money Laundering Abatement and Financial Anti-Terrorism Act of 
2001 

7/19/00, before the House Banking and Financial Services Committee re the 
Commodity Futures Modernization Act of 2000 

6/14/OD, before the House Subcommittee on Risk Management, Research and 
Specialty Crops, Committee on Agriculture, re the Commodity Futures 
Modernization Act of 2000 

4/11/00, before the House Committee on Banking and Financial Services re the 
Netting of Financial Contracts, Hedge Fund Disclosure, and Over-The-Counter 
Derivatives Transactions 

2/15/00, before the House Subcommittee on Risk Managemeut, Research and 
Specialty Crops, Committee on Agriculture, re the Report to Congress on Over- 
The-Counter Derivatives Markets and the Commodity Exchange Act by the 
PresidenCs Working Group on Flnandal Markets 

2/10/00, before the Senate Committee on Agriculture, Nutrition, and Forestry re the 
Report to Congress on Over-The-Counter Derivatives Markets and the 
Commodity Exchange Act by the President’s Working Group on Financial 
Markets 
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7/21/99, before the House Subcommittee oa Financial Institutions and Consumer 
Credit, Committee on Banking and Financial Services, re Financial Privacy 

6/30/99, before the House Snbcommltt^ on Finance and Hazardous Materials, 
Committee on Commerce, re H.R. 1858, the “Consumer and Investor Access to 
Information Act of 1999” 

5/18/99, before the House Subcommittee on Risk Management, Research and 
Special^ Crops, Committee on Agriculture, re ReauthorizatioB of the Commodity 
Futures Trading Commission 

5/6/99, before the House Committee on Banking and Financial Services re the 
Report of the PresidenCs Working Group on Financial Markets oa Hedge Funds, 
Leverage, and the l^essons of Long-Term Capital Management 

Published speeches may be found at the SEC website at w\vw.sec.gov . 


Political 

Affiliations 

and activities: List memberships and offices held in and services rendered to all political parties or 
cleclion committees during the last 10 years. 

Registered member of the Democratic Party 

Political 

Contributions: Itemize all political contributions of $500 or more to any individual, campaign 

organization, political party, political action committee or similar entity during the last 
eight years and identify specific amounts, dates, and names of recipients. 

None 

Qualifications: State fully your qualifications to serve in the position to which you have been named, 

(attach sheet) 

See Attachment A 


Future employment 

relationships: 1 . Indicate whether y^u will sever all connections with your present employer, business 

firm, association or organization if you are confirmed by the Senate, 

I am being nominated to serve as a Commissioner of the Securities and Exchange 
Commission, my current employer. 

2. As far as can be foreseen, state whether you have any plans after completing 
goveniment service to resume employment, affiliation or practice with your previous 
employer, business firm, association or organization. 

I have no current plans to resume employment with any of my previous 
employers. 
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3. Has anybody made you a commitment to a job after you leave government? 
No 

4, Do you expect to serve the full term for which you have been appointed? 
No 


Potential conflicts 

of interest: 1 . Describe any financial arrangements or deferred compensation agreements or other 

continuing dealings with business associates, clients or customers who will 
affected by policies which you will influence in the position to which you have been 
nominated. 

None 

2. List any investments, obligations, liabilities, or other relationships which might involve 

potential conflicts of interest witli the position to which you have been nominated. 

None 

3. Describe any business relationship, dealing or financial transaction (other than tax 

paying) which you have had during the last 10 years with the Federal Government, 
whether for yourself, on behalf of a client, or acting as an agent, that might in any 
way constitute or result in a possible conflict of interest with the position to which 
you have been nominated. 

None 

4. List any lobbying activity during the past ten years in which you have engaged in for the 

purpose of directly or indirectly influencing the passage, defeat or modification of 
any legislation at die national level of government or affecting the administration and 
execution of national law or public policy. 

In my capacity as an SEC offldal, I have testified before Congress on several 
securities related issues. 

5. Explain how you will resolve any conflict of interest that may be disclosed by your 
resjxinses to the items above. 

N/A 


Civil, criminal and 
investigatory 

actions: 1 . Give the full derails of any civil or criminal proceeding in svhich you were a defendant 

or any inquiry or investigation by a Federal, State, or local agency in which you were 
the subject of the inquiry or investigation. 
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From 1987 to 1993, 1 was a general partner of Mabon, Nugent & Co., a New York 
limited partnership that was a registered broker-dealer conducting full service 
securities brokerage services. During my tenure at Mabon, Nugent & Co., the 
partnership was involved in several civil litigations in the ordinary course of its 
securities brokerage business. To the best of my knowledge, 1 was not named 
individually in any of the lawsuits. The litigations primarily involved securities 
litigations and Mabon’^s role as an underwriter or selling group member, as well 
as routine litigations involving employee and partnership matters. There are no 
outstanding litigations from that period and no litigations currently pending. 

2. Give the full details of any proceeding, inquiry or investigation by any professional 
association including any bar association in which you were the subject of the 
proceeding, inquiry or investigation. 

None 
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ATTACHMENT A 


My background as a securities lawyer in private practice, the brokerage industry 
and a regulatory agency qualify me for this position. 

I have served in senior positions at the Securities and Exchange Commission 
since September 1998. I was Senior Counsel to Chairman Arthur Levitt and Interim 
Director of the Division of Investment Management until March 1999, at which time I 
was named Director of the Division of Market Regulation, In the Division of Market 
Regulation, I have been the senior executive responsible for supervising and regulating 
the U.S. securities markets, primarily tlu-ough the regulation of brokers and dealers, 
.securities exchanges, clearing agencies, transfer agents and securities informatioil 
processors. I have been primarily responsible for establishing priorities and guiding the 
resolution of a number of securities market and broker-dealer issues. These include 
equity market structure issues, such as access fees and intermarket linkages, and options 
market issues, such as options linkage issues and market data capacity. During my 
tenure, a number of significant rulemakings have been adopted by the Commission, 
including execution quality disclosure rules, Regulation SIIO, Regulation NMS and rules 
concerning consolidated supervised entities (“CSEs”). 

As the Director of the Division of Market Regulation, I have represented the 
Commission on the Financial Stability Forum, which is comprised of central banks, 
finance ministry officials and other regulatory authorities. The Financial Stability Forum 
has the mandate to assess vulnerabilities affecting the global financial system and identify 
actions to address those vulnerabilities. 

Prior to coming to the Commission, 1 worked for twelve years in senior capacities 
as a lawyer in the securities industry. These positions provided me with direct experience 
concerning the issues and challenges facing the securities markets and those who 
participate in them. 

I began my legal career at Davis Polk & Wardwcll in 1981, where I concentrated 
on corporate and securities law issues. 

1 received an A.B. in economics and history (magna aim iaude and Phi Beta 
Kappa) from Brown University in 1978 and a J.D, from Columbia University School of 
Law in 1981. 

This professional expia'ience is directly relevant to the work of the Securities and 
Exchange Commission and evidence of my preparation to meet the challenges of the 
position of Commissioner. 
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SOURCES OF INCOME LAST 3YEARS 

1 . List sources and amounts of all income received during the last 3 years, including all salaries, fees, 
dividends, interest, gifts, rents, royalties, patents, honoraria, and other items exceeding $500 or more. 

(if you prefer to do so, copies of U.S. income tax returns for tliesc years may be substituted here, but their 
submission is not required.) 



i Year: 2002 

Year: 2003 

Year: 2004 

Salary 

Fees, royalties 

Dividends 

Interest 

Gifts 

Rents 

Other-exceeding S500 

Total 

See attached Tax Return 

See attached Tax Return 

See attached Tax Return 




















(Add schedule itemizing each individual source of income which exceeds $500. If you 
are an attorney, accoiuitant, or other professional, attach schedule listing all clients 
and customers whose billings exceeded three quarters of onepercent of yoor gross 
billings during each of the last 3 years.) 

2. List sources, amounts and dates of all anticipated receipts from deferred income arrangements, stock options, 
uncompleted contracts and other future benefits which you expect to derive from previous business relation.ships, 
professional services and firm membciships or from former employers, clients, and customers. 


None 


The undersigned certifies that the information contained herein is true and correct. 


Signed: 


Date: 
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I STATEMENT FOR COMPLETION BY PR ESIDENTIAL N OMINEES 

Name: Gruenberg Martin James 

(Last) (First) (Other) 

Position to which nominated: MemberA^ice Chairperson - Federal Deposit Insurance Corporation 

Date of nomination: July 22 , 2005 

Date of birth; 01 04 53 Place of birth: New York, New York 

(Day) (Month) (Year) 

Marital Status: Married Full name of spouse: Donna Marie LaTorre 

Name and ages of children: Paul Gruenberg 9 


Education: 

Dates 

Degrees 

Dates of 

Institution 

attended 

received 

degrees 

Case Western Reserve 

8/76 to 5/79 

J.D. 

5/79 

Law School 




Princeton University 

9/71 to 5/75 

A.B. 

4/76 

Horace Mann School 

9/65 TO 6/71 

Diploma 

6/71 


Honors List below all scholarships, fellowships, honorary degrees, military medals, honorary 

and awards: society memberships and any other special recognitions for outstanding service or 

achievement. 


N/A 
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Memberships: List below ail memberships and offices held in professional, ffatcmal, business, scholarly, 

civic, charitable and other organizations. 

Organization Office held (if any) Dates 

Adas Israel Congregation Member 1 994 - present 

U,S. Holocaust Museum Member 1991 - present 

Princeton Club of Washington, D.C. Board Member 1990 -present 


Employment record: List below all positions held since college, including the title or description of job, name 
of employment, location of work, and inclusive dates of employment. 

Title Employer Location Dates 

Senior Democratic Counsel, Committee on Banking, Housing, and Urban Affairs, United States Senate, 
Washington, D.C. 1995-Present 

Counsel, Committee on Banking, Housing, and Urban Affairs, United Stales Senate, Washington, D.C. 1993-94 

Staff Director, Subcommittee on International Finance and Monetary Policy, Committee on Banking, Housing, 
and Urban Affairs, United States Senate, Washington, D.C. 1987-1992 

Legislative Assistant, Senator Paul S. Sarbanes, U.S. Senate, Washington, D.C. 1986 

Professional Staff Member, Subcommittee on Economic Stabilization, Committee on Banking, Finance, and 
Urban Affairs, U.S. House of Representatives, Washington, D.C. 1984-86 

Legislative Assistant, Representative Sander M. Levin, U.S. House of Representatives, Washington, D.C. 1983- 
1984 

Legislative Assistant, Representative Jonathan B. Bingham, U.S. House of Representatives, Washington, D.C. 
1979-1982 
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(jovernmeot 

experience: List any experience in or direct association with Federal, State, or local governments, 

including any advisory, consultative, honorary or other part time service or positions. 

Senior Democratic Counsel, Committee on Banking, Housing, and Urban Affairs, United States Senate, 
Washington, D.C. 1995-Presenl 

Counsel, Committee on Banking, Housing, and Urban Affairs, United States Senate, Washington, D.C. 1993-94 

Staff Director, Subcommittee on International Finance and Monetary Policy, Committee on Banking, Housing, 
and Urban Affairs, United States Senate, Washington, D.C. 1987-1992 

Legislative Assistant, Senator Paul S. Sarbanes, U.S. Senate, Washington, D.C. 1986 

Professional Staff Member, Subcommittee on Economic Stabilization, Committee on Banking, Finance, and 
Urban Affairs, U.S. House of Representatives, Washington, D.C, 1984-86 

Legislative Assistant, Representative Sander M. Levin, U.S. House of Representatives, Washington, D.C. 1983- 
1984 

Legislative Assistant, Representative Jonathan B. Bingham, U.S. House of Representatives, Washington, D.C. 
1979-1982 


Published 

Writings: List the titles, publishers and dates of books, articles, reports or other published materials 

you have written, 

N/A 

Political 

AftiliatioDS 

and activities: List memberships and offices held in and services rendered to all political parties or 
election committees during the last 10 years. 

Member, Democratic Party 


Political 

Contributions: Itemize all political contributions of $500 or more to any individual, campaign 

organization, political party, political action committee or similar entity during the last 
eight years and identify specific amounts, dates, and names of recipients. 


N/A 
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Quaiiflcatioits: State ftilly your qualifications to serve in the position to which you have kien named, 

(attach sheet) 

I have been a member of the staff of the Committee on Banking, Housing, and Urto Affairs since 1987. 
During that period 1 have had the opportunity to work on all of the major financial services legislation enacted 
by the Banking Committee including the Competitive Equality Banking Act of 1987, the Financial Institutions 
Reform, Recovery and Enforcement Act of I9S9, the Federal Deposit Insurance Corporation Improvement Act 
of 1 99 1 , the Riegle-Neai Interstate Banking and Branching Efficiency Act of 1 994, the Depository Insurance 
Funds Act of 1996, the Credit Union Membership Access Act of 1 998, the Gramm-Leach-BIiley Act, the 
Internationa! Money Laundering Abatement and Financial Anti-Terrorism Act of 2001, and the Sarbanes-Oxley 
Act of 2002. 

In the course of working on those pieces of legislation, I have interacted with staff of all of the federal 
financial services regulatory agencies, administrations of both political parties, all of the financial services 
industry groups, and all of tlic consumer advocacy organizations. That experience lias given me a broad 
perspective on the safety and soundness, national security, and consumer protection issues confronting the 
FDIC. It has also given me a familiarity with the FDIC as an institution, an appreciation of its relationships with 
the other financial services regulators, and an understanding of the industry and consumer groups with which it 
must deal. I believe I would come well prepared to make a constructive contribution to the work of the FDIC. 


Future employment 

relationships: 1 . Indicate whether you will sever all connections with your present employer, business 

firm, association or organization if you are confirmed by the Senate. 

Yes. 


2. As far as can be foreseen, state whether you have any plans after completing 

government service to resume employment, affiliation or practice with your previous 
employer, business firm, association or organization. 

No. 


3. Has anybody made you a commitmenito a job after you leave government? 
No. 


4. Do you expect to serve the ftill term for which you have been appointed? 
Yes. 
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Poteotial conflicts 
of mtcrest: 


Civil, criminal and 

investigatory 

actions: 


1. Describe any financial arrangements or deferred compensation agreements or other 
continuing dealings with business associates, clients or customers who will be 
affected by policies which you will influence in the position to which you have been 
nominated. 


N/A. 

2. List any investments, obligations, liabilities, or other relationships which might involve 
potential conflicts of interest with the position to which you have been nominated. 


N/A 

3. Describe any business relationship, dealing or financial transaction (other than tax 
paying) which you have had during the last 10 years with the Federal Government, 
whether for yourself, on behalf of a client, or acting as an agent, that might in any 
way constitute or result in a possible conflict of interest with the position to which 
you have been nominated. 


N/A 

4. List any lobbying activity during the past ten years in which you have engaged in for the 
purpose of directly or indirectly influencing the passage, defeat or modification of 
any legislation at the national level of government or affecting the administration and 
execution of national law or public policy. 


N/A 

5. Explain how you will resolve any conflict of interest that may be disclosed by your 
responses to the items above. 

N/A 


1 . Give the full details of any civil or criminal proceeding in which you were a defendant 
or any inquiry or investigation by a Federal, State, or local agency in which you were 
the subject of the inquiry or investigation. 


N/A 

2. Give the full details of any proceeding, inquiry or investigation by any professional 
association including any bar association in which you were the subject of the 
proceeding, inquiry or investigation. 


N/A. 
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Responses of John C, Dugan to 
Questionnaire for Presidential Nominees 
Committee on Banking, Housing, and Urban Affairs 
United States Senate 


Name: John Cunningham Dugan 

Position to Which Nominated: Comptoiier of the Currency 
Pate ofNonunation: February 2S, 2005 

Pate of Birth: 6/3/55 Place of Birth: Washington, D.C. 


Name and Ages of Children: Claire Marie Dugan, 15; John Thomas Dugan, 8. 


Education: Institution 

Dates Attended 

Degrees 

Received 

.Oates of 
Degrees 

Harvard Law School 

9/78 to 6/81 

J.D. 

6/4/81 

University of Michigan 

9/73 to 4/77 

B.A. 

4/30/77 

Thomas Wootton High School 

9/70 to 6/73 

Diploma 

6/73 


Honors and Awards: List below all scholarships, fellowships, honorary degrees, military 
medals, honorary society memberships, and any other special recognitions for outstanding 
sers'ice or achievement 

• Treasury Medal, U.S. Treasury Department (1993), for work on various policy 
initiatives, including financial modernization and regulation of Government-sponsored 
enterprises. 

• Distinguished Service Award, U.S. Treasury Department (1991), for work in 
developing banking reform recomntendations and legislative initiative. 


Memberships: List below all memberships and offices held tn proressional, fraternal, 
business, scholarly, civic, charitable and other oreanizations. 


Organization 


• Minbanc Foundation 

• D.C. Bar Association 
(section of corporations, finance 
and securities law) 


Office Held Dates 

(if any) 

Director June 2000 to present 

Member 1981 to present 

1 993 to present 


Member 



• Federal Bar Association 

(section of financial institutions 
and the economy) 

Member 

1993 to present 

(Executive Council of Banking 

Law Committee) 

Member 

2003 to present 

• American Bar Association 

(Section on Business Law, Banking 
Law Committee) 

Member 

1993 to present 

• Exchequer Club 

(financial services speakers’ club) 

Member 

1 993 to present 


Vice-Chancellor 

1996-97 


Chancellor 

1997-98 

• Lawyers Comniittee for the 

Shakespeare Theater 

Member 

App. 1995 to present 

• Chevy Chase Club 

Member 

May 2001 to present 


Employment Record : List below all positions held since college, inclnding the title or 
description of job, name of employment, location of work and dates of inclusive 
ctnploymeDt. 

Title Employer Location Dates 

• Partner {3/95 to present) and Of Counsel; Covington & Buriing; 1201 Pennsylvania 
Avenue, NW, Washington, DC, 2004; 3/93 to present 

• Assistant Secretary for Domestic Finance; U.S. Treasury Department; 15“* and 
Pennsylvania Ave., NW, Washington, DC, 20220; 6/92 to 1/93 

• Deputy Assistant Secretewy for Financial Institutions Policy; U.S. Treasury Department; 

1 5* and Pennsylvania Ave., NW, Washington, DC, 20220; 5/89 to 6/92 

• Republican Gaieral Counsel (1/87 to 5/S9) and Counsel; U.S. Senate Committee on 
Banking, Housing, and Urban Affairs; DSOB 538; W^hington, DC 20510; 12/85 to 
5/89 

• Associate, Miller & Chevalier, Chartered; 655 Fifteenth Street, NW, Washington, DC, 
20005; 9/81 to 1 1/85 

• Summer .Associate; Paul, Weiss, Rifkind, Wharton & Garrison; 1285 Avenue of the 
Americas, New York, NY, 10009; 6/80 to 8/SO 

• Research Assi.stant to Prof. Robert Clarke; Harvard Law School; Cambridge, MA, 02138; 
10/79 to 4/80 
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• Simimer Associate; Miller & Cheralier, Chartered; 655 Fifteenth Street, NW, 
Washington, DC, 20005; 6/79 to 8/79 

• Waiter; Dudley P’s; 2r‘ & M St., NW, Washington, DC, 20036; 2/78 to 4/7S 

• Waiter, Rocky Raccoon Saloon; 1243 20* St., NW, Washington, DC, 20036; 9/77 to 1/78 


Governtnent Eiperknce; List any experience in nr direct associatioti witih Federal, State or 
local governments, inclnding any advisory, consultative, honorary or other part time 
service or positions. 

• Assistant Secretary for Domestic Finance; U.S. Treasury Department; IS* and 
Pennsylvania Ave., NW, Washington, DC, 20220; 6/92 to 1/93 

• Deputy Assistant Secretary for Financial Institutions Policy; U.S. Treasury Department; 
15* and Pennsylvania Ave., NW, Washington, DC, 20220; 5/S9 to 6/92 

• Republican General Counsel (1/S7 to 5/89) and Counsel; U.S. Senate Committee on 
Banking, Housing, and Urban Affairs; DSOB 538; Washington, DC 20510; 12/85 to 
5/S9 


Published Writings: List the titles, publishers, and dates of books, articles, reports or other 
published materials you have written. 

• ’Terms of Entry, Operation, Expttnsion and Supervision of Foreign Banks in the United 
States.” Regulation of Foreign Banks (2004) (co-author) 

• “Privacy and E-Commerce in the United States,” E~Commerce Law and Business (2003) 
(co-author) 

• “Financial Modernization; The Cramm-Leach-Bliley Act, Smannsxyf American Bankers 
Association (1999) (Lead author) 

• ‘'Barnett Bank Opens New Opportunities for Banks,” International Financial Law 
Review (1996) (co-author) 

• “Derivatives: Netting, Insolvency, and End Users,” The Banking Law Journal (1995) 


Political Afliliatioos and Activities: List memberships and oflices held in and services 
rendered to all political parties or election committees during the last 10 years. 

• Member, Republican Party 

• Member, Lawyers for Dole, 1995-96 (work on vice-presidential selection team) 
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Political Contributions: Itemize all political contributions of $500 or more to any 
individual, campaign organization, political party, political action committee or similar 
entity during the last eight years and identify specific amounts, dates and names of 
recipients. 


Recipient 

Amount 

Date 

Republican National Committee 

$1000 

10/14/04 

American Success PAC 

$500 

6/30/04 

Bush-Cheney ’04 

$2000 

1/12/04 

Volunteer PAC 

$500 

5/29/03 

Leadership PAC 2004 

$500 

1/23/03 

Senator Charles Grassley 

$500 

8/23/02 

Leadership PAC 2004 

$1000 

1/18/01 

Republican National Committee 

$500 

10/27/00 

Bush-Cheney for President 

$500 

8/15/00 

George W. Bush for President 

$500 

6/30/99 

Dole for President 

$1000 

6/8/95 


Qualifications: State fully your qualifications to serve in the position to which you have 
been named. 

I am qualified to serve as Comptroller of the Currency because of my extensive experience with 
the policy, regulatory, supervisory, and legislative issues that must be addressed in this position. 
For the last 20 years, my career has focused primarily on banking issues, many of which have 
involved national banks. As Republican General Counsel and counsel for this Committee during 
the late 1980s — which was a very active period — I worked extensively on legislative and 
regulatory proposals involving bank powers, bank failiures, capital adequacy, safety and 
soundness supervision, agency authority, and deposit insurance, among others. As ALSsistant 
Secretary and Deputy Assistant Secretary of Treasury from 1989-92, that work expanded into 
financial modernization, interstate banking and branching, bank securities activities, agency 
consolidation, regulatory burden relief, consumer banking, “credit crunch” relief, oversight of 
OCC regulations and legislative proposals, Basle capital regulation, and many other related 
issues. And during my 12 years in private practice, I have continued to work on a wide range of 
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banking matters, inclnding the Grarrtm-Leacb-Bliley Act, financial privacy and amendments to 
the Fair Credit Reporting Act, financial derivatives regulation, “push-out” legislation and 
regulation, antitying, enforcement matters, and national bank powers generally. 

At many points in my career, I have worked closely with officials and staff of the OCC. I 
believe I have developed a strong understanding of the key challenges that confront the agency. 

I have also had frequent contact with officials and staff at the Federal Reserve, Federal Deposit 
Insurance Corporation, Office of Thrift Supervision, Securities and Exchange Commission, 
Treasury Department, National Economic Council, and Office of Management and Budget, 
which are virtually all the Executive branch agencies that have a significant impact on regulatory 
and policy issues affecting banks. Given our unique banking system with its many overlapping 
functions, I believe the Comptroller must have a fundamental understanding of how different 
regulators approach their jobs and work best together, and I believe my experience has helped 
provide that understanding. 

In sum, I believe that my experience and education are a strong foundation for this position. If 
confirmed by the Senate, I would be honored to serve as Comptroller of the Currency. 


Future Employment Relationships: 


1. Indicate whether you will sever all connections with your present employer, husines.s, 
firm, association or organization if you are confirmed by the Senate, 

Yes, I will sever all such connections if confirmed. 

2. As far as can be foreseen, state whether you have any plans after completing 
government service to resume employment, affiliation or practice with your previous 
employer, business firm, association or organization. 

No, I have no such plans. 

3. Has anybody made you a commitment to a job after you leave government? 

No. 

4. Do you expect to serve the full term for which you have been appointed? 

Yes. 

Potential Conflicts of Interest: 


1. Describe any financial arrangements or deferred compensation agreements or other 
continuing dealings with business associates, clients or customers who will be affected by 
policies which you will influence in the position to which you have been nominated. 
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If confirmed, the deferred compensation I would receive from my law firm is described 
in the answer to the last question of this questionnaire. Any potential conflicts of interest, 
including any such potential conflicts of interest arising from my deferred compensation 
arrangement, have been identified and resolved in accordance with the terms and conditions of 
my ethics agreement with the Department of Treasury, which is documented by letter to Kenneth 
Schmalzbach, Designated Agency Ethics Official and Assistant General Counsel for General 
Law and Ethics. 

2. List any investments, obligations, liabilities or other relationships which might involve 
potential conflicts of interest with the position to which yon have been nominated. 

Any potential conflicts of interest have been identified and resolved in accordance with 
the terms and conditions of my ethics agreement with the Department of Treasury, which is 
documented by ielter to Kenneth Schmalzbach, Designated Agency Ethics Official and Assistant 
General Counsel for General Law and Ethics. 

3. Describe any business relationship, dealing or financial transaction (other than tax 
paying) which you have had during the last 10 years with the Federal Government, 
whether for yourself, on behalf of a client, or acting as an agent, that might in any way 
constitute or result in a possible conflict of interest with the position to which you have 
been nominated. 

Any potential conflicts of interest have been identified and resolved in accordance with 
the terms and conditions of my ethics agreement with the Department of Treasury, which is 
documented by letter to Kenneth Schmalzbach, Designated Agency Ethics Officiai and Assistant 
General Counsel for General Law and Ethics. 

4. List any lobbying activity during the past ten years in which you have engaged in for the 
purpose of directly or indirectly influencing the passage, defeat or modification of any 
legislation at the national level of government or affecting the administration and execution 
of national law or public policy. 

I have engaged in lobbying activities (as defined under the Lobbying Disclosure Act of 
1995) over the last 10 years with respect to the following legislation and executive branch 
actions; 


• Changes to the Fair Credit Reporting Act, especially provisions affecting financial 
privacy; and implementing regulations; 

• Financial and internet privacy legislation, including Title V of the Gramm-Leach-Bliley 
Act, and implementing regulations, and proposals on financial privacy notices; 

• Financial modernization legislation, culminating in the Gramm-Lcach-Bliley Act, 
especially with respect to securities, merchant banking, and thrift activities, and 
implementing regulations; 

• Legislation and regulations affecting housing Government-sponsored enterpnses (Freddie 
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Mac and Fannie Mae); 

• Reguiatory burden relief legislation; 

• Amendments to the Commodity Exchange Act affecting financial derivatives, and 
implementing regulations; 

• Legislation affecting attorney malpractice insurance; 

• Legislative hearings on allegations of broker-dealer misconduct; 

• Legislative hearings on Holocaust-related claims involving art; 

• Litemet gambling legislation; 

• Federal escheat legislation; 

• Mutual binds legislation; 

• Regulations proposed or issued by the federal banking agencies on a variety of issues not 
included above, including with respect to overseas activities of U.S. banks, capital, 
antitymg, interaffiliate transactions, and new activities. 

• Regulations issued by the Securities and Exchange Commission on consolidated 
supervised entities and securities activities of banks. 


5. Explain how you will resolve any conflicts of interest that may be disclosed by your 
responses to the items above. 

Any potential conflicts of interest have been identified and resolved in accordance with 
the terms and conditions of my ethics agreement with the Department of Treasury, which is 
documented by letter to Kenneth Schmalzbach, Designated Agency Ethics Official and Assistant 
General Counsel for General Law and Ethics. 


Civil. Criminal and Investigatory Actions: 

1. Give the full details of any civil or criminal proceeding in which you were a defendant 
or any inquiry or investigation by a Federal, State, or local agency in which you were the 
subject of the inquiry or investigation. 

1 have never been a defendant or the subject of any such inquiry or investigation. 

2. Give the full details of any proceeding, inquiry or investigation by any professional 
association including any bar association in which you were the subject of the proceeding, 
inquiry or investigation. 

I have never been the subject of any such proceeding, inquiry, or investigation. 
Confidential Financial Statement: 


NET WORTH 


Provide a complete, current financial net worth statement which itemizes in detail all assets 
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Responses of John Michael Reich to 
Questionnaire for Presidential Nominees 
Committee on Banking, Housing, and Urban Affairs 
United States Senate 

Name: John Michael Reich 

Position to Which Nominated : Director, Office of Thrift Supervision 

Date of Nomination; April 26, 2005 

Dale of Birth: October 7, 1939 Place of Birth: Mattoon, Illinois 

Marital Status; Married Full Name of Spouse; Patricia Joy Reich 

Name and Ages of Children; 

Steven Kent Reich, Sarasota, FL, age 39 
Scott Edward Reich, Sarasota, FL, age 37 
Michael William Reich, Tampa, FL, age 35 
Lihtlsey Joy Reich, Alexandria, VA, age 15 


Education: Date Attended Degree Date of Degree 

Southern Illinois University 1957-1961 BS/Aecounting June, 1961 

Carbondale, Illinois 

University of South Florida 8/1987-7/1989 MBA Aug. 10, 1993* 

Tampa, Florida 

‘(Completed 3 courses at George Mason University, Fairfax, VA in 1991 and 
1992, and transferred credits to University of South Florida; then awarded 
MBA degree on 8/10/1993) 


Honors and Awards: List below all scholarships, fellowships, honorary degrees, military 
medals, honorary society memberships, and any other special recognitions for outstanding 
service or achievement. 


None. 
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Memberships: List below all memberships and offices held in professional, fraternal, 
business, scholarly, civic, charitable and other organizations. 


Organization Office Held Dates 

(if any) 

Lee Memorial Hospital, Fort Myers, FL Chairman of Board 1974-1975 

Sarasota Family YMCA, Sarasota, FL Chairman of Board 1982-1984 

Rotary Club of Sarasota Bay, Sarasota, FL 1978-1988 

National Presbyterian Church, Washington, DC VP, Board of Trustees 1999-2001 
National Presbyterian Church, Washington, DC Elder 2004-preseat 

Masonic Lodge, 32 degree Mason, KCCH, Tampa, FL 1964-present 


Employment Record : List below al! positions held since college, including the title or 
description of job, name of employment, location of work and dates of inclusive 
employment. 

Title Emptoyer Location Dates 

(See resume attached) 


Government Experience: List any experience in or direct association with Federal, State or 
local governments, including any advisory, consultative, honorary or other part time 
service or positions. 

Current member and Vice Chairman of FDIC Board of Directors {2001-present) 

Former Member and Vice Chairman of Neighborhood Reinvestment Corp. (2001 -2003) 
From 1961 to 1964, 1 served as an Internal Revenue Agent immediately after college 
graduation. 

From 1962 to 1968, 1 served in the U.S. Army Reserves, honorably discharged in 1968. 


Published Writings: List the titles, publishers, and dates of books, articles, reports or other 
published materials you have written. 

See attached copy of an op-ed entitled The Lessons of Superior which appeared in the 
American Banker in August, 2001. 
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Potiticat AfOliations and Activities: List memberships and offices held in and services 
rendered to ail political parties or election committees during the last 10 years. 

None, other than serving as a staff member - Depuh’ Chief of Staff and Chief of 
Staff for former U.S. Senator Connie Mack from July, 1989 through January 3, 

2001. 

Political Contributions: Itemize all political contributions of $500 or more to any 
individual, campaign organization, political party, political action committee or similar 
entity during the last eight years and identify specific amounts, dates and names of 
recipients. 

Recipient Amount Date 

Congressman Connie Mack IV $ SOO. yVpril, 2004 

(son of file former Senator) 

Qualifications: State fully your qualifications to sen e in the position to which you have 
been named. 

I am Currently serving as Vice Chairman of the FDIC, and have been a meinhcr of ' 
the Board of the FDIC since January, 2001. I currently serve as chairman of two 
Board coinroittees -- the .Audit Committee, and the Supervisory Appeals Review 
Committee. In the past 1 have chaired two other Board committees - the 
Assessment Appeals Committee, and the Case Review Committee, which considers 
enforcement actions against banks and bankers. 

For the past 2 years, I have been leading an interagency effort to review all existing 
Federal bank regulations and make recommendations as necessary to Congress to 
eliminate those that are oiitdated, unduly burdensome on the industry, and no 
longer ne£e,ssary. This effort continues, but to date we have held 9 outreach 
meetings across the country with bankers, and 3 with consumer groups, 

I have 23 years of experience in the banking industry, including the following: 

1 Served as Controller of unit bank institution 

2 Organized, chartered, and opened new bank as its CEO and President 

3 Served as Treasurer & CFO and founding member of Board of a multi-bank 
holding company. 

4 .Served 10 years as President/CEO of S450 million, 19 office bank 

5 Community activist - hospital board president, YMCA Board president. 
Treasurer of Boy Scouts, youth baseball coach, numerous other community 
service activities 

6. I served nearly 12 years in the United States Senate as Deputy Chief of Staff 
and Chief of Staff to U.S. Senator Connie Mack (retired) from 1989 to 2001. 
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Future Employment Rdationgjiips: 

1. Indicate whether you will sever all coHuections with your present employer, 
business, nnn, assadation or organization if yon are confirmed by the Senate. 

This is not applicable to my current drcumstances. If confirmed, I will move 
from my position as Vice Chairman of the FDIC to the Director of the Office 
of Thrift Supervision, and will remain as a member of the Board of Directors 
of the FDIC. 

2. As far as can be foreseen, state whether you have any plans after completing 
government service to resume eropioymenf, affiliation or practice with your 
previous employer, business firm, association or organization. 

No. I expect to retire when I depart the Office of Thrift Supervision. 

3. Has anybody made yon a commitment to a job after yon leave government? 

No. 

4. Do you expect to serve- She fuil term-for wlihdt yon have been appointed? 

Yes. 

Potential Conflicts of Interest: 

1. Describe any finandal arrangements or deferred compensation agreements or other 
continuing dealings with business associates, clients or customers who will be 
affected by policies which you will influence in the position to which you have been 
nominated. 

None. 

2. list any investments, obligations, liabilities or other relation.ships which might 
involve potential conflicts of interest with the position to which you have been 
nominated. 

None. 

3. Describe any business relationship, dealing or financial transaction (other than tax 
paying) which you have had during the last 10 years with the Federal Government, 
whether for yourself, on behalf of a client, or acting as an agent, that might in any 
way constitute or result in a possible conflict of interest with the position to which 
you have been nominated. 


None. 
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4. List any lobbying activity during the past ten years in which you have engaged in 
for the purpose of directly or indirectly influencing the passage, defeat or 
modification of any legislation at the national level of government or affecting the 
administration and execution of natlonai law or public policy. 

None. 

5. Ejtpiain how you will resolve any conflicts of interest that may be disclosed by your 
responses to the items above. 

Not applicable - there are no conflicts. 


Civil. Criminal and Investigatory Actions: 

1. Give the full details of any civil or criminal proceeding in which you were a 
defendant or any inquiry or investigation by a Federal, State, or local agency in 
which you were the subject of the inquiry or investigation. 

In May, 1994, 1 was a defendant in a civil action - a personal injury lawsuit, filed in 
Court of Common Pleas, Clark County, Ohio, Case #94-CV-0220. It was a minor 
atttnaceMent witinto'physiical damage to vehicles. Plaintiff, Sheila M.iKytlir" 
claimed soft tissue damage to neck and back. Insurer, Allstate, settled out of court. 

2. Give the full details of any proceeding, inquiry or investigation by any professional 
association including any bar association in which you were the subject of the 
proceeding, inquiry or investigation. 

None. 


Confidential Financial Statement: 
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JOHN M. REICH 

Omce : Home : 

Federal Deposit Insurance Corporadoft 76J3 Dreams Way Court 

^50 Street, NW, Washington, DC 20429 Alexandria, Virginia 22315 

(O) 202-898-3888 e-mail: freichkf di c.sov (fi) 703-971-6542 e-mail: johnmrekh(^ox.net 


Pfof^ssional Experience 

Federal Deposit Insurance Corporation 1/16/2001 to Present 

Vice Chairman of the Board of Directors 

(Recommended by the Republican Senate in 2600 and appointed by President Clinton to the Board 
effective 1/16/2091; appointed Vice Chairman of the Board by President G. W. Bush effective 
11/15/2002} Policy setting position for bank regulatory agency. Chair all Board Commiiiees, including 
Audit Comminee, Case Review' Committee, Supervisory Appeals Committee, Assessment Appeals 
Committee. Currently head Interagency effort to reduce regulatory burden on hanking industry. Active 
in corporate outreach program speaking to various industry constituencies. 

United States Senate: 

Chief of Staff to U.S. Senator Connie Mack r 1997 to 1/03/2001 

Deputy Chief of Staff 1989 to 1997 

Directed and oversaw all ojfices and committee activity including legislative, press, scheduling, 
constituent service, and other administrative functions, including 6 offices in the State of Florida; 
oversaw management of Joint Economic Committee and Senate Republican Conference, of which 
Senaior Connie Mack served as Chairman. _ . . . 

C & S National Bank of Florida & Subsidiaries, & 1967 to 1987 

Predecessors, including Landmark Banking Corporation 
and Southwest Florida Banks, Inc., as follows ; 

National Bank of Sarasota 1977 to 1987 

President & Chief Executive Officer 

Named CEO of a community bank with assets of $75 miHion, 3 offices, 98 employees and directed its 
growihio $459 million institution with I9offices, 329 employees. Successfully managed profitahiiity, 
deposit & loan growth, branch expansion, asset & Jiahitity management, all operations. Kept tosses and 
classified assets below industry averages. Achieved ROA between L10% and 1.50%. Maintained low 
delinquency rates and c/o’s under 6.50%. 

First Commerdal Bank, Fort Myers, Florida 1975 to 1977 

President & Chief Executive Officer 

Planned and organized new siaie-chartered subsidiary bank; obtained regulatory approvals from 
Federal Reserve and FDJC; directed pre-opening process; selected staff; managed bank to S2Q miiUon 
profitable institution targeting commercial business owners and professionals. 

Southwest Florida Banks, Inc., Fort Myers, Florida 1972 to 1975 

Vice President, See-Treas,, & Chief Financial Officer 

One of original organizers and charter member of Board of Directors. Obtained regulatory approvals 
from Federal Reserve and SEC for creation of company; developed and implemented accounting and 
financial reporting system for subsidiary banks; assisted in negotiating bank acquisitiorts and mergers; 
managed investment portfolio: responsible for financial presentations to Board of Directors, 
shareholders, and financial analysis. 
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JOHN M. REICH 


Professional Experience (continued) 


First National Bank in fort Myers, Florida 1967 to 1972 

Senior Vice President & Controller 

Busey First National Bank, Urbana, Illinois 1964 to 1967 

Cashier and Operations Officer 


Education and Professional Development 


B.S. Befiree in Accounting, Southern Illinois University 
Master of Business Administration, University of South Florida 
Graduate, School of Banking of the South, Louisiana State University 
Loan Portfolio Management, Ohio State University 
Coniinercial Bank Management Program, Columbia University 
Seminar for Senior Bank Officers, Harvard University 


Community Activities 


Chairman, Board of Trustees, Lee Memorial Hospital, Fort Myers, FI., 650 bed hospital, 1974 

Chairman, Board ofDirectors, Sarasota Family YMCA, 1984-85 

Board Member, Southwest Florida Symphony Orchestra, Sarasota, FI., 1981-1983 

Board Member, L.LF.K. Drug Program, Sarasota, FI., 1982-1984 

Board Member, Sarasota IJttle League and Babe Ruth Baseball Association, 1979-1985 

Coach, Sarasota Babe Ruth Baseball Team, 1978-1985 

Board Member and Treasurer, Southwest Florida Boy Scouts of America, 1973-1974 
Rotary Club of Sarasota Bay 
32"'“ Degree Mason 

Elder, National Presbyterian Church, Washington, DC, 2004-present 


Personal 


Married, 4 children; U.S. citizen; Birthplace: Mattoon, Illinois 
Hobbies; tennis, snowskiing, reading, piano, genealogy, photography 
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{This article appeared in an issue of the American Banker newspaper in August, 2001). 

OP-EI>: The I.essons of Superior by John M. Reich, Member, FDIC Board 

It was Jihe dejs vu all oyer again. 

Late last month, the Federal Deposit Insurance Corporation entered the offices of Superior Bank, FSB, a 
Cbkago-area thrift, and took oeer as conservator. This failure could well he one of the roost expensive 
closings since the banking crisis of the late i9Sfts and early 1990s. As .such, Superior’s failure is already 
attracting appropriate scrutiny from the Congress and the regulatory community with everv’one asking: 

What lessons can we learn to prevent this from happening again? 

This is a good question and we would not be doing our job if we were not asking it. But the 
troubling fact is that the lessons of Superior’s failure are not new ones, bistead, there seems to 
be a trend developing. 

Since 1998, the FDIC has lost more than a billion dollars to failures that al! share a disturbingly 
similar profile with Superior. Without question, these institutions all suffered from inadequate 
management. Any assignment of ‘blame’ must begin and end there. But it is also entirely 
appropriate in these circumstances for tlmse of us in the regulatory community to take hard look 
at our own policies and determine what we can do fo going forward to detect these problems 
earlier and help prevent future losses. 

Three costly failures - First National Bank of Keystone, BestBank, and Pacific Thrift and Loan - 
occurred since 1998. While frond wa.s clearLy.aais.sue.iiLtbe cases -of Keystone and BestBank, -it- 
can be fairly said that these failures resulted from a volatile mix of poor management and 
internal controls, faulty accounting opinions, and portfolios heavy on subprime lending. In the 
case of Keystone, Superior and PT&L, these factors were combined with the excessive retention 
of volatile assets resulting from .securitizations. 

Trapped in tliis vortex, these apparently healthy banks failed with alarming suddenness, leaving 
the landscape littered with questions about how the failures happened, who is responsible, and 
where w’e should go from here. 

The answers to these questions should not be news to anyone. The FDIC has been making the 
case for years that these factors were figuring more and more prominently in troubled institutions 
and were increasing the risk to the deposit insurance funds. We have also outlined several policy 
proposals we believe would help prevent this scenario from repeating itself. 

But the lengthy rulemaking process, a fragmented regulatory structure, an otherwise booming 
banking sector, and industry inattention prevented a comprehensive, expeditious approach to 
addressing these concerns. Now, perhaps, it is appropriate to describe again each of these areas 
of concern and make the case for industry and regulatory attention. 

Foor management and subprime lending. These two factors joined hands to spell doom for 
Superior and the other costly failures we’re discussing here. It is important to stress that 
subprime lending is simply the extension of credit to borrowers with less-than-perfect credit 
histories. There is nothing inherently harmfiil in this activity, and most subprime lenders are 
well capitalized and well managed. This sort of banking benefits society and provides healthy 
profits for many financial instimtions. Bui, without question, it is a risky line of business. When 
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accompanied by poor management, inadequate record-keeping, and loose internal controls, it can 
result in a very costly failure with the FDIC picking up the tab. 

About two percent of insured institutions have significant subpriine portfolios. Yet, they 
represent about 20 percent of the institutions on our ‘problem bank’ list. We testified on Capitol 
Hill after the Keystone failure about the need for subprirae lenders to hold capital commensurate 
with the risk. Earlier this year - despite complaints from the industry - we instructed our field 
examiners to scrutinize the risk management and capital levels of subprime lenders. 

We should explore tvays to do more. Non-bank subprime lenders are far better capitalized than 
their FDIC-in.sured cousins. In 1998, the common equity capital ratio for non-bank subprime 
lenders was 22.5 percent, as compared to 10.3 percent in banks conducting those activities. I’his 
disparity occurs because market pressures force the non-bank lenders to hold more reserves in 
order to attract outside investment. Is there any reason banking regulators cannot do the same? 
The potential for regulatory arbitrage concerns me. 1 want to make sure the FDIC’s product 
remains oriented toward providing deposit insurance and depositor confidence. I do not want 
FDIC insurance becoming a shortcut to avoiding market discipline on risky activities. 

Residuals and accounting opinions. As was the case with management and subprime lending, 
volatile assets and accounting valuations are linked. And without question they figured 
prominently in the demise of Superior and other recent costly failures. 

A resklual IS thatportion-of tlie loan risk and revenue stream retained in tlie institution after the 
remainder of the loan has been securitized and sold off These assets arc highly volatile and it is 
diff cult to precisely determine their value. 

It is no surprise, then, that this uncertainty yields optimistic assumptions about fiiture cash flows. 
Thanks to the magic of gain-on-sale accounting, these inflated estimates of fiiture revenue are 
booked as assets right away. And it is often the case that these assumptions are validated by 
reputable accounting fiims, giving the numbers a heft they may not deserve. But here is the rub: 
if the assumptions change the value can plummet, and the institution’s equity capital can be 
severely impaired. 

This is precisely what happened in the costly failures of the late 1990s. In response, the banking 
regulators issued supervisory guidance encouraging bank management to limit the amount of 
residuals kept on the books as equity capital. We further stated the valuations must be supported 
by verifiable documentation of the residuals’ fair market value utilizing reasonable, conservative 
assumptions. 

Now comes Superior, caught in the residual trap, and fitting the profile of Keystone and PT&L. 
This latest failure makes clear that wc can and must do more to limit institutions’ exposure to 
these volatile assets. Just last year, the bank regulators released for comment a proposal 
requiring dollar-for-dollar capital against residuals and limiting institutions’ residuals exposure 
to 25 percent of tier-one capital. This would go a long way tow'ard limiting the overall exposure 
of institutions to residuals and protecting the FDIC from sudden, costly failures. 

This proposal is still in the rulemaking process; the subject matter is complicated and we want to 
make sure we do not approve anything that could adversely impact well managed institutions or 
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harm the securitization market. But we should work quickly to iron out the details and 
implement this plan to protect financial institutions and the FDIC from this sort of exposure. 

I am also concerned about situations where an accounting change-of-beart can - in one fell 
swoop - render an apparently healthy bank insolvent. We have issued notices and advisories on 
the importance of good accounting, but - four failures and at least a billion dollars later - it 
appears we can and should do more. 

Interagency cooperation and FDIC access. Finally, banking regulators should make sure the 
FDIC has full access to all banks and thrifts. This is needed to assess the degree of risk to the 
deposit insurance funds and to make preparations for handling the institution if it should fail. 

Our inability, on occasion, to get into troubled institutions has kept us out of the loop - but still 
on tire hook financially - at critical junctures. This was the case in the Keystone situation and it 
happened again with Superior. Tljis is not about second-guessing the pnmary regulator. It is 
about two heads being better than one m situations where a bank’s condition is deteriorating and 
the FDlC’s insurance funds are on the line. 

In this case, reform begins at home. The FDIC Board’s own complicated procedures prevent 
quick access to banks and thrifts when the primary regulator denies our participation. One of my 
goals on the Board of the FDIC is to establish a better mechanism for regulatory cooperation 
when dealing with troubled institutions. 

So there are several important lessons wc-stioultHcara ftom the failure of Superior Bank, and a 
number of things we can do to help prevent a similar failure from happening in the future. The 
unfortunate fact is we should have learned these lessons last time. And the two times before that. 

Maybe now we can find the will to avoid another one of these costly episodes of deja m all over 
again. 
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RESPONSE TO A WRITTEN QUESTION OF SENATOR CARPER 
FROM CHRISTOPHER COX 

Q.l. We have all heard assertions about the problems with the 
rules under Section 404 of Sarbanes-Oxley. As you know, that Sec- 
tion requires the SEC to develop and adopt rules that require com- 
panies to report on the management of companies’ internal controls 
over their financial reporting. As some of us have heard, these re- 
porting requirements are cumbersome and the audits are expen- 
sive, at least the initial ones. I would just like to ask each of our 
nominees to comment on this issue, to give us a sense of whether 
you think there is a problem or not, and what steps should be 
taken as we go forward so that we can have robust, vibrant mar- 
kets and also strong investor protections. 

A.I. I strongly believe it is possible to have both robust, vibrant 
markets free of unduly cumbersome and expensive regulatory re- 
quirements, and strong investor protections. I continue to strongly 
support the Sarbanes-Oxley Act, and was proud to serve on the 
House-Senate Conference Committee that wrote the law. I believe 
it was then, and remains now, an important and necessary re- 
sponse to the high-profile scandals that shook corporate America 
and to the subsequent crisis in investor confidence. In particular, 
the internal control reporting provisions of the Sarbanes-Oxley Act 
have the potential to provide significant long-term improvements in 
financial reporting. But it is important to both investors and public 
companies that the Commission “get it right.” As we go forward, 
the Commission and the PCAOB must offer increasingly clear, re- 
fined, and useable guidance in order to achieve the twin objectives 
of robust markets and strong investor protections. 

RESPONSE TO A WRITTEN QUESTION OF SENATOR CARPER 
FROM ROEL C. CAMPOS 

Q.l. We have all heard assertions of the problems with the so- 
called Section 404 rules of Sarbanes-Oxley, and as you know, that 
Section is designed to require the SEC to develop and adopt rules 
that require companies to report to the management of the compa- 
nies’ internal controls of their financial reporting. And some of us 
have heard, I am sure we have all heard from time-to-time, that 
these reporting requirements are cumbersome and that the audits 
are expensive, at least the initial ones are. 

I would just like to ask each of our nominees to comment on this 
issue and to give us a sense of whether you think there is a prob- 
lem or not and what the steps are you think should be taken as 
we go forward so that we can have robust, vibrant market and also 
strong investor protections. 

A.l. Given the need for U.S. investors to have confidence in the in- 
ternal controls of companies in which they invest and to see that 
an independent auditor has attested to those internal controls. Sec- 
tion 404 may be compromised if an important segment of issuers 
is not subject to the same disclosure standards as apply to the ma- 
jority of issuers. This was a fundamental piece of the Sarbanes- 
Oxley Act and to give the foreign issuers or small issuers an out 
may not be in the best interest of investors. Yet, both of these 
classes of issuers must be analyzed separately. Section 404 of Sar- 
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banes-Oxley specifically focuses on mitigating the risk of improper 
conduct in the areas of accounting and financial reporting by en- 
suring that companies’ internal controls over accounting and finan- 
cial reporting are strong enough to create a safety net. Section 
404’s mechanism for doing this is to require an audit of internal 
controls in conjunction with the audit of financials and an attesta- 
tion by corporate management and independent auditors on the ef- 
fectiveness of internal controls. 

The first season of the internal control audits is coming to a close 
and we are seeing that 404 was an important tool in mitigating 
risk. While many have complained about the costs of compliance 
with 404, I believe that, in time, renewed investor confidence in 
companies’ reports will pay off. One must also remember that 
many of the most significant costs are one-time costs that likely 
will not be repeated in subsequent years. As former Chairman Don- 
aldson stated in a Congressional Hearing before the House Finance 
Services Committee, “the time, energy, and expense that companies 
are now investing in their internal controls, will earn a handsome 
return in the years to come.” 

With respect to foreign issuers, I believe it is unlikely that we 
will see an exodus of foreign issuers from the U.S. markets. There 
are many reasons why we expect a continuing and strong presence 
of foreign issuers in the United States. Nowhere in the world can 
foreign issuers raise as much capital as quickly as they can in the 
United States. In addition, the Commission historically has light- 
ened the foreign issuers’ disclosure burdens. Foreign issuers’ finan- 
cial statements can be prepared in accordance with home country 
accounting standards, provided the registration statement dis- 
cusses and any material variations from U.S. GAAP. Foreign 
issuers also have certain options not to disclose certain categories 
of information that are mandatory for all U.S. issuers, such as 
breaking down revenues and earnings by lines of business and pen- 
sion obligations. Foreign issuers have much lower burdens of dis- 
closure regarding management compensation and related party 
transactions than customarily apply to U.S. issuers by virtue of 
Items 402-404 of Reg. S-K. Plus, further accommodations to for- 
eign issuers were made when the SEC amended Form 20-F so that 
it more closely mirrors the disclosure standards established by 
IOSCO. 

With respect to small issuers, the need for confidence, comfort, 
and comparability is no less but the analysis differs because of the 
particular barriers faced by new and small issuers. I am eagerly 
awaiting any recommendations of the Smaller Public Company Ad- 
visory Committee tasked with examining this issue. I also under- 
stand the Commission on Fraudulent Financial Reporting, at the 
staff’s suggestion, is working to provide additional guidance for 
smaller companies. Any changes to Section 404, whether for small 
or foreign issuers, must follow a careful risk analysis before the 
Commission can conclude that such accommodations will still af- 
ford investors the necessary protections and maintain their con- 
fidence in the markets. 
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RESPONSE TO A WRITTEN QUESTION OF SENATOR CARPER 
FROM ANNETTE L. NAZARETH 

Q.l. We have all heard assertions of the problems with the so- 
called Section 404 rules of Sarbanes-Oxley, and as you know, that 
Section is designed to require the SEC to develop and adopt rules 
that require companies to report to the management of the compa- 
nies’ internal controls of their financial reporting. And some of us 
have heard, I am sure we have all heard from time-to-time, that 
these reporting requirements are cumbersome and that the audits 
are expensive, at least the initial ones are. 

I would just like to ask each of our nominees to comment on this 
issue and to give us a sense of whether you think there is a prob- 
lem or not and what the steps are you think should be taken as 
we go forward so that we can have robust, vibrant market and also 
strong investor protections. 

A.l. I believe Section 404 of the Sarbanes-Oxley Act is fundamen- 
tally sound and an important tool for improving the accountability 
of issuers. That having been said, I am also sensitive to the costs 
issuers have incurred in the first year of implementation. Earlier 
this year, the Commission and PCAOB board members hosted a 
roundtable on implementation of the internal control reporting pro- 
visions under Section 404. During this dialogue, the Commission 
learned about the benefits issuers experienced, including improved 
focus on internal controls and the prospect of improvements in in- 
vestor confidence, transparency, and financial statement quality. 
The Commission also explored the reasons for the significant costs 
to issuers of implementation, some of which were one-time, and 
others of which were based on interpretive concerns, such as audi- 
tors undertaking a very conservative scope of testing or duplicative 
testing by management and auditors. The staff has since issued in- 
terpretive guidance to focus management and auditors on imple- 
menting a risk-based approach to the rules. It is our hope such an 
approach will reduce the time and expense of compliance with Sec- 
tion 404. I also understand the Smaller Public Company Advisory 
Committee is studying possible improvements regarding implemen- 
tation for small businesses and may make recommendations. I will 
encourage the Commission staff to continue to request feedback on 
progress, monitor costs, and consider further opportunities for im- 
proved implementation. I will also support identifying and devel- 
oping best practices in this area. 

RESPONSE TO WRITTEN QUESTIONS OF SENATOR RUNNING 
FROM CHRISTOPHER COX 

Q.l. As you know, the SEC has proposed a new Regulation B to 
Section II of the Gramm-Leach-Bliley Act. The Fed, along with the 
FDIC, the OTS, and the OCC wrote a very strong letter to the SEC 
opposing their proposed regulation. The SEC has delayed the im- 
plementation of the rule, but it is due for review in September. Will 
you consider the opinions of the banking regulators while reviewing 
Regulation B? 

A.l. Yes. As you might imagine, given our service together in 1999 
as Members of the House-Senate Conference Committee that wrote 
the Gramm-Leach-Bliley Act, I well appreciate your abiding inter- 
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est in the question of how best to ensure functional regulation of 
securities activities conducted by banks. I will work diligently to 
gain a full understanding of the issues surrounding the Commis- 
sion’s proposed Regulation B, including listening carefully to the 
opinions of banking regulators, those in the banking industry, in- 
vestors, and other stakeholders. 

Q.2. As you know, the Independent Chairman rule proposed by the 
SEC was overturned by a Federal court. It was then revoted out 
by the SEC. This proposed rule was very controversial and was 
fought by Commissioners Classman and Atkins as well as many 
Members of this Committee. Will you be reviewing the Independent 
Chairman rule if confirmed? 

A.2. Because the Commission’s mutual fund governance rule is 
again before the court, it is likely that the Commission will receive 
additional, and legally binding, guidance. I will review the issues 
surrounding the rule in detail, and in particular will abide by the 
decision of the court in both letter and spirit. 

Q.3. As you may know, the TVA has agreed to voluntarily register 
with the SEC. The TVA has over $25 billion in publicly traded 
bonds, many of which are held by seniors in the Tennessee Valley. 
I would ask you to watch over this process carefully and make sure 
these bondholders have the safety and security that other investors 
have enjoyed for a long time. Would you do that as Chairman? 

A.3. Yes. I will ensure that the Commission carefully reviews the 
TVA’s filings to ensure its disclosure to the public and to bond- 
holders is full and transparent. 

Since its creation in 1933, the Tennessee Valley Authority has 
been considered an agency and instrumentality of the United 
States, but the debt TVA issues is only an obligation of TVA and 
is not guaranteed by the United States. Last year, the Congress en- 
acted a law requiring TVA to file with the SEC annual, quarterly, 
and current reports with the Commission beginning with its fiscal 
2006 annual report. 

While the law does not require TVA to register its securities with 
the SEC, the SEC’s Division of Corporate Finance will be respon- 
sible for reviewing TVA’s filings for compliance with the disclosure 
requirements of the securities laws and regulations. I can assure 
you that I will indeed watch over this process with great care to 
ensure full and fair disclosure as required by the securities laws. 

RESPONSE TO A WRITTEN QUESTION OF SENATOR RUNNING 
FROM ANNETTE L. NAZARETH 

Q.l. You have testified before this Committee before on the Nasdaq 
exchange application. As you know, this application has yet to be 
approved or rejected. Can you tell me why it has taken so long to 
come to a decision? 

Do you think 4 1/2 years is too long to wait? 

A.l. The Commission should always endeavor to respond to mat- 
ters, including exchange applications, as expeditiously as possible. 
Nasdaq’s application to register as a national securities exchange 
has been pending with the Commission for several years. A number 
of difficult policy issues were raised by the application, many of 
which required significant effort by Nasdaq to resolve. For exam- 
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pie, Nasdaq currently lacks price priority rules that all of the other 
exchanges have. The lack of price priority rules raises profound 
market structure issues that could have implications for all of our 
registered exchanges and, ultimately, investors. In an effort to 
move its application forward, Nasdaq and NASD recently agreed 
upon a new structure, which would separate Nasdaq’s internaliza- 
tion business into an entity under the regulatory control of NASD. 
Also, Nasdaq has proposed to modify its rules so trades executed 
on its proposed exchange would be pursuant to price/time priority 
rules. The Commission has published both of these proposals for 
public comment. Nasdaq will amend its Form 1 application for reg- 
istration as a national securities exchange to reflect this new struc- 
ture. I expect the amended Form 1 to be published for public com- 
ment shortly after its filing by Nasdaq with the Commission. 

RESPONSE TO WRITTEN QUESTIONS OF SENATOR CORZINE 
FROM CHRISTOPHER COX 

Q.l. The recent attacks in London are a horrible reminder that the 
threat of terrorism is still with us nearly 4 years after the attacks 
of September 11, 2001, and is likely to remain for some time. As 
you know, given your background as Chairman of the House Home- 
land Security Committee, ensuring the stability of our economy and 
the continuity of markets and business operations is an essential 
component of our homeland security strategy. The SEC, along with 
other financial regulators, plays a vital role in this mission. In the 
wake of September 11, one of the lessons we learned was the im- 
portance of reinforcing the telecommunications infrastructure that 
supports our financial markets. But the cost building in redun- 
dancies and backup capabilities can be high. Nearly everyone 
agrees that the Federal Government must play some role in bear- 
ing a share of the cost. Do you think we have done enough relative 
to ensuring continuity in the event of a terrorist attack, and what 
further actions would you recommend? For example, would you rec- 
ommend that the President exercise his authority under the De- 
fense Production Act, which allows him to order economic activity 
for national security purposes, such as the manufacture of more 
bullets during a time of shortage, now that it includes critical in- 
frastructure? 

A.l. Since September 11, 2001, much has been done to ensure con- 
tinuity in the event of a terrorist attack, but much more remains 
to be done. Ensuring the continuity of critical operations in the fi- 
nancial sector in the event of another terrorist attack will remain 
a top priority for the Securities and Exchange Commission. The 
threat of terrorism, including terrorism directed against the finan- 
cial sector, has not abated. I will work closely with the other Com- 
missioners, Commission staff, other Federal and State agencies, 
law enforcement, self-regulatory organizations, and private sector 
stakeholders to see to it that market resiliency safeguards are im- 
plemented effectively and completely. With respect to the Defense 
Production Act, I would concur with the premise of your question 
that, despite its enactment over a half century ago in very different 
circumstances, this Act is highly relevant to the war on terrorism 
in the 21st century. Already, the law has enabled the Homeland 
Security Department to expedite the production of communications 
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systems for airports. To the extent that the President and Congress 
wish to extend the use of this authority to the Nation’s financial 
markets and associated infrastructure, the SEC will energetically 
cooperate and offer its expertise. 

Q.2. In light of the New York Stock Exchange’s proposed merger 
with Archipelago — which will necessitate a number of structural 
changes to the NYSE’s regulatory structure — do you agree that this 
would be an opportune time to go a step further and adopt a new 
approach to the regulation of broker-dealers through consolidation? 
It is my understanding that the securities industry supports com- 
bining the functional regulation of broker-dealers, which is cur- 
rently duplicated by both the NASD and the New York Stock 
Exchange, into a “hybrid” SRO, while allowing each marketplace to 
regulate its own trading activities and set its own listing stand- 
ards? In a related area, SRO’s impose market data fees to fund 
self-regulation. Do you think it is appropriate public policy for mar- 
ket data to generate revenues for SRO’s to subsidize their regu- 
latory obligations or to fund competitive business activities? 

A.2. The suggestion that broker-dealer regulation currently con- 
ducted by both the NASD and the NYSE be combined in a “hybrid” 
SRO is one that should be evaluated in the context of an ongoing 
appraisal of the role that self-regulatory organizations play in our 
securities markets as standard-setters for listed companies, opera- 
tors of trading markets, and front-line regulators of securities 
firms. An abiding goal of the SEC must be to see to it that SRO’s, 
which can face conflicts of interest when they operate a market, re- 
main unbiased when at the same time they fulfill their responsi- 
bility to regulate their members who trade in that market. 

The Commission’s proposed minimum governance standards and 
greater transparency of SRO regulatory programs are intended as 
a first step to address such competitive and regulatory concerns. I 
will carefully evaluate the Commission’s proposals on these mat- 
ters, together with the comments received by the Commission, be- 
fore reaching conclusions on how the Commission should proceed. 

With regard to your further question, market data fees have 
played an important role in funding the regulatory obligations of 
the SRO’s. In Regulation NMS, the Commission amended the 
formulas in the Market Data Plans that allocate revenues from 
consolidated data to the various SRO’s. The amendments were de- 
signed to promote the wide availability of market data and to allo- 
cate revenues to SRO’s that produce the most useful data to inves- 
tors. I agree with the implication in your question that the use of 
market data fees to subsidize competitive business activities may 
raise serious public policy concerns that merit the continuing atten- 
tion of the Commission. 

Q.3. In a recent GAO report entitled “Environmental Disclosure: 
SEC Should Explore Ways to Improve Tracking and Transparency 
of Information” that I, along with other Senators, commissioned, 
one of the GAO’s recommendations was that the Chairman of the 
SEC work with the Administrator of the EPA “to explore opportu- 
nities to take better advantage of EPA data that may be relevant 
to environmental disclosure and examine ways to improve its use- 
fulness.” Knowing your interest in ensuring the transparency of 
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financial reports, what steps will you take as SEC Chairman to im- 
plement this and other GAO recommendations to ensure and even 
improve proper enforcement of environmental reporting require- 
ments, such as those under SEC Regulation S-K, requiring compa- 
nies to report all material financial and nonfinancial information 
related to their environmental activities, liabilities, trends, and un- 
certainties? 

A.3. I will follow the GAO recommendations with a view to ensur- 
ing and improving the full and fair disclosure of material informa- 
tion. Specifically, with regard to environmental disclosure, I will 
work to improve compliance with current requirements mandating 
that public companies disclose material information relating to en- 
vironmental litigation, remediation, regulatory compliance, and 
other environmental issues. In addition to enforcing compliance 
with these disclosure rules through its disclosure review program, 
the Commission will, under my leadership, build upon the open 
and cordial relationship that has existed between the SEC and the 
Environmental Protection Agency for some time. It is my under- 
standing that, in response to this GAO recommendation, the staff 
of the SEC and the EPA has already met to discuss how they can 
more effectively share information. 

The GAO included two other recommendations in its report; I un- 
derstand that each of these recommendations has already been im- 
plemented. 
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My 25, 2005 


The Honorable Richard C. Shelby 
Chaitman, Banking Committee 
United States Senate 
1 10 Hart Building 
Washington, DC 

RE: Letter of Support for the noinination of John Reich. Director of the OTS 
Dear Senator Shelby: 

This letter supports the nomination of John Reich fi)t the posihon of Director of Office of 
Thrift Supervision (OTS). The National Bankers Association (NBA) has worked with 
Mr. Reich in his current capacity as Vice-Chairman of the Federal Deposit Insurance 
Corporation (FDIC). D^iring his tenure \sith that agency, Mr. Reich and the FDIC 
Chairman Donald Rowell have shown recognition of the unique status of women and 
minority -owned banks. We have worked to strengthen CRA, increase deposit insurance 
and address the special needs of minority owned banks. 

In the past, the NBA expressed some disappointment in the inaction of the OTS in its 
regulatory oversight of matters involving minority financial institulions including, 
OneUnited in Boston, Carver Federal Savings in New York, and Independence Federal 
Savings in Washington, DC. The OTS inaction in some cases threatened the safety and 
soundness of minority institutions. 

The NBA is optimistic that umte: the new leadership of Mr. Reich, the OTS will 
administer meaningful policies and regulations that strengthen the capacity and foster the 
numher of minority owned hanks. We look forward to working with Mr. Reich and the 
other no min ees participating in your co mmitt ee heatings tins week to develop a 
government-wide coordinated banking policy that protects the diversity of the nation’s 
finan cial system. 


Sincerely, 



Preadent 

Cc: Senator Paul Sarbanes 

Ranking Member 


1513 PStreetN.W., Washington, D. C, 20005 
(202)588-5432 Fax:(202)588-5443 



